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CURRENT CONFUSIONS ABOUT PENSION PLANS 


Few understand opposing views on more controversial issues 


J. H. Shreiner 





TAX HIGHLIGHTS OF 1949 


How do these important decisions affect you? 


J. H. Landman 


STABILIZATION FUNDS FOR DEPRESSION: ARE THEY 
FEASIBLE AND WILL THEY HELP? 
Research explores reserves for the worst contingency of ali 


Joseph L. Snider 


HOW TO PROMOTE MORE EFFECTIVE SUPERVISION THROUGH 
SUPERVISORS’ INCENTIVE PLANS 
Described here is a proposal to excite their best efforts 


John J. Plocar 


SHOULD CORPORATE DIRECTORS BE MANAGEMENT OFFICIALS? 


To which side should the controller belong ? 


Robert Osborne Baker 
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inting calculator 14 
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adds and subtracts automatically 


prints the elements of the calculations - gives credit balance 


multiplies, 


divides, 








: Olivetti General Representative for U.S.A. - 37 Wall Street - New York 5, N.Y. 
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EXAMINATION 


IAS offers to qualified 
accountants a C. P. A. 
Coaching Course which 
has produced outstanding 
results. The enrollment fee 
is $50.00. For full partic- 


ulars address a letter to: 


INTERNATIONAL ACCOUNTANTS SOCIETY, inc. 


A Correspondence School Since 1903 


Ag 209 WEST JACKSON BOULEVARD 
CHICAGO 6, ILLINOIS 
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Y ou/ 





WALTER MITCHELL, JR., Edstor 


PAuL HAASE, Managing Editor 


Last month we mentioned the amount : . : 
vou, Mr. Average Reader, spend Secs id E J. A. Murpuy, Advtg. Mgr 


of time 
in reading each tssue of THE CONTROI 


LER. In calculating this, we considered 
only ¢ ders who are addressed di 
this by no means 1n ludes 
ou 
As the saying go THE CONTROLLER 


gets around to a great Many exec 


t many places Contents for February 1950 


According to what you tell us, each 


utives in a grea 


copy is read by an average of 3.22 indi FEATURES 


viduals, both members of the Institut 


Page 


Current Confusions about Pension Plans J. H. Shreiner 57 
filed for future re nce. This is an at ’ 


and non-member subscribers, before being 


rave figur The median figure, in fact, 2 yes : 
ee ke ee os Tax Highlights of 1949 J. H. Landman 61 
is 5 readers for each copy of THE Con J 
rROLLER. ) ne es =n? sie nae 
gg mas Stabilization Funds for Depression: Are They Feasible and Will They Help? 


. Joseph L. Snider 


How to Promote More Effective Supervision through Supervisor's Incentive 
Plans oes. ORD |. Plocar 


Should Corporate Directors Be Management Officials? Dal game Ora Sas 
Robert Osborne Baker 


AN AVERAGE OF 3.22 READERS PER ISSUE DEPARTMENTS 


Correspondence 
From some of your answers (99%, to be 
precise) we learn that 7 to 10 members Current Comment Walter Mitchell, Jr. 


of your organization read THE CONTROI 


LER—in addition to the reader who is on Scanning the Scene ee ee 
our circulation roster! 

Splendid! Gratifying! Flattering! Paging the New Books Ae. 
But we wonder, when s0 man) “Effects of Taxati yventory Accounting and Policies’—Reviewed by 
readers share a_ singl opy, is there a a is / 
nough time for each to fully digest the 
articles in THE CONTROLLER? That's a Danial Notas 
question you perhaps in answer better 
than we can Diseteinnne 
Regardless 
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FULLY 


ee EF. since he put in Marchat Coloulator 


Easy and simple to operate, the new Figuremaster will cut your figure-work supervision 
to a minimum. You'll have more time for those important jobs that top-management 
appreciates . . . and rewards. The Fully Automatic model, the oly calculator with 
simultaneous automatic multiplication, is ideal for heavy-volume work . . . or for 
lighter work the low-cost Semi-Automatic Figuremaster is popular. Both are 
available in 10 or 8 bank capacities . . . choose whichever fits your requirements 
and business budget. If your need is temporary, rent a Figuremaster . 
it will do your calculating easier and at less cost. The Marchant Man 
in your phone book is ready to prove this by a demonstration 
on your own work. Phone him today or mail the coupon to 
Marchant Calculating Machine Company, Oakland 8, California. 


FEG URE BASTUER Wie a 


MARC 


SEMI-AUTOMATIC 


MARCHANT CALCULATING MACHINE COMPANY 
Oakland 8, California c2 


Please send me free information about 
the new Figuremasters 


Fully Automatic ® Semi-Automatic 8 Rental L_] 
rca’s CHRSY Catcu Name 
Address 


City —_ 4 ee 





ARMY SERVICE 


Editors, THE CONTROLLER: 

I should like to send to a selected list of 
persons who are engaged in functions of 
the Office of the Comptroller of the 
Army throughout the world an occa- 
sional pamphlet, to contain excerpts and 
digests of articles deemed to be of in- 
terest to them, or worthy of being 
brought to their attention. 

I shall appreciate it if you will grant 
me permission to select from past and 
future issues of THE CONTROLLER such 
material as falls into the above category 
for use in this pamphlet. Full credit 
will be given to the authorship and 
source of each selection used, either for 
reproduction or for digest. 

The pamphlet will not be distributed 
to the general public and each of the 
persons to receive it is a technically 
qualified accountant, auditor, or man- 
agement engineer identified with the 
Department of Defensc 

Your cooperation in thus extending 
the usefulness of THE CONTROLLER will 
be greatly appreciated 

RAYMOND S. McLAIN 

Lt. General, GSC 
Comptroller of the Army 
Washington, D. ¢ 


of service in this 
the Army 
The Editors 


ARTICLE BRINGS AUDIENCE 


Editors, THE CONTROLLER: 
As the result of my ‘Direct 
Costs as an Aid to Sales Management,” in 


article, 


the October 1948 issue I have received and 

accepted several invitations to speak on 

the business aspects of direct cost account 

ing 

Boston 
Busi- 


April 6, 1949—Spring Conterence, 
Chapter, N.A.C.A., at Harvard 
ness School 

Mass., 


October 19, 1949 


Chapter, N.A.C.A 


Springhic ld 
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November 16, 1949—Boston Chapter, 
N.A.C.A. 

January 10, 1950—Northeastern Account- 
ing Society, at Northeastern University, 
Boston 

April 17, 1950—Kansas City Chapter, 
N.A.C.A. 

April 18, 1950 
C.A 

April 19, 1950—-Sangamon Valley Chap- 
ter, N.A.C.A., Springfield, Ill. 


St. Louis Chapter, N.A.- 


I had reprints of THE CONTROLLER 
article made for distribution at these talks 
and am using them as a foundation of my 
remarks. Audience attention at the talks 
was very encouraging and indicates wide- 
spread interest in my special subject. 

JONATHAN N. Harris 

Comptroller 

Dewey and Almy Chemical Company 
Cambridge, Mass. 


CORRECTION . AND COMMENT 


Editors, THE CONTROLLER: 

Referring to the statement in the middle 
of Page 513 of the November 1949 issue 
of THE CONTROLLER, headed ‘‘Strikers 
Lose Millions in Pay,” the figure of 
$2,318,400,000 in wages seems to be 
very much overstated. I believe it would 
be more accurate at $23,184,000. 

Generally, the format of THE CON 
TROLLER is good, except that I think it 
would be much improved if the articles 
were not continued to the end of the 
book 

CHARLES H. BROOK 
Comptroller 
The Goodyear Tire & Rubber 
( ompany 


Akron, O 


Correct 184,000 


The figure should $23 


The error (which uld have caught!) 
of a release 


Manu- 
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we carried a total of 67 feature articles, of 
which 12 were “continued,” 
Have other readers any comments to make 
regarding this practice? 
The Editors 


INTRIGUING ITEMS 


Editors, THE CONTROLLER: 

Two items in your November issue in- 
trigued me and if there is any extended 
text on them I should like to know how to 
procure: 

Item A; Statement by Bradford Smith, 
U. S. Steel re “Marketing by Force,” Page 
506: 

Item B: “U. S&S. Taxation Nears 
Britain's,” quotation from First National 
Bank of Boston, Page 541. 

With compliments on your excellent 
publication and best wishes for the future, 

G. E. HAWKINS 
Chief Statistician 
The Mountain States Telephone 
& Telegraph Company 
Denver, Colo. 
We are sorry there is no extended text on 


either of these items. 


—The Editors 





Readers of THE CONTROLLER 
are invited to express their reac- 
tions to articles appearing within 
our pages. Letters will be welcomed 
for inclusion on this page. 

The Editors 





HEARTILY IN ACCORD 


Editors, THE CONTROLLER: 

My attention has been called to an item 
in your October issue under the title, “De 
termining Depreciation” {Page 
This item carries with it an 8-column 
tabulation entitled ‘‘Machinery & Fixtures 
(Based on Estimated Life of 20 Years) .’ 

This item and tabulation cover a sub- 
ject with which we are heartily in accord 
have written 
letters to our clientele, urging the neces 
sity of establishing proper replacement 


456}. 


and on which we several 


reserves. 
We would appreciate your permission 
to make reprints of this page 
L. M. GuTGSELI 
Chairman 
Appraisal Engineering 
Corporation 
Chicago 


such perm OV, 


The Editor 


» erant 








We learned about 
women from her 


What does she really think of the boss? 

Of career versus marriage? This week’s 
Dow-Jones Averages? Canasta? What are 

her hopes, her fears, her dreams? Search us. 
We never asked her about such things. But for 
years we've been studying exactly 

what she wanted in a business machine. 
That’s how Monroe’s famous “Velvet Touch” 
was developed. Speedy, effortless, a dream to operate 
. no glare ... far less tension and no “figure 
fatigue.” Yup, that’s how our romance started. 


And now it’s the talk of the office. 


Monroe solves your figuring 
and accounting problems ...a 
model to meet every need! 


Monroe CALCULATING Machine 


FULLY AUTOMATIC! Star performer saves 
time, effort. Sturdy construction, long, 
trouble-free service. “Velvet Touch’’* 
operation. Huge appetite for figures! 


Monroe ADDING Machine 


TOP VALUE! New 8 column with direct 
subtraction. Budget priced. “Velvet 
Touch"* keyboard. Engineered to in- 
crease figure production, lessen fatigue. 


Monroe ACCOUNTING Machine 


VERSATILE! Simple, fast, efficient! Like all 
Monroes, its “Velvet Touch" * is one reason 
why operators who know prefer Monroe 


* ‘VELVET TOUCH” originated in 1935 to de 


scribe Monroe's matchless ease of operation. 


Every Monroe is sold only through 
Monroe-owned branches; serviced by 
Monroe's factory-trained organization. 


M O N RO E MACHINES FOR BUSINESS 


Monroe Calculating Machine Company, Inc., General Offices, Orange, N. J. 





Doing It the Hard Way 


The summary of tax changes during the year 1949, which 
is quoted elsewhere in this issue, calls forcibly to mind the 


increasing importance of taxes and tax decisions in our busi- 
ness and personal lives. This increase results from some 
vague cause that makes government perform more and more 
services—or, at least, motions. Some say the voters want it, 
some say the bureaucrats, some say the politicians will al- 
ways use such promises to get elected. 

To us the significant phase of this development is that we 
are involuntarily pursuing the hard way to distribute goods 
and services. 

When someone sells me medical insurance or an annuity 
to safeguard my old age, the direct transaction has several 
valuable and automatic features which are too often over- 
looked. If his policy provisions are not so favorable as those 
of competing insurers, I don’t buy from him. If I don’t want 
the service, I don’t buy at all. And if I do want the service, 
the amount I pay is determined by the amount of service I 
want and think I'll receive 

When we try to do these same things by the process of 
taxation and governmental bureaucracy, we lose: (a) the 
competitive angle which insures continuous improvement 
of the service, (b) the purchase decision u hich insures the 
sale only of usable and needed services, (c) the direct price 
concept which simplifies computation. 

When government does the job, in place of these we 
have: (a) nothing but the normal amount of conscientious 
Auman effort to make sure ‘that the service is as efficientl) 
(b) no chotce on the part of the pur- 
most 


rendered as pe swble, 
chaser whether he wants the service or not, and (c) 
wasteful of all—-a large and cumbersome tax gathering 
place i direct price transaction 


Think of the amount of human energy which has gone 


MacMiNeEVY 171 


into working out the plans for “doing it the hard way.’ 


Your Long-Range Planning 

Dr. Harold G. Moulton, President of the Brookings In- 
stitution, in a speech before the N.A.M. offered some good 
advice to controllers. In matters of long-range planning 
not just next year's sales and expenses, but the capital ex 


penditure and plant expansion program—he advised “don’! 
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underestimate the virility of our economy.”’ He pointed out 
that this country’s business economy had successfully resisted 
the long depression in the 1930's, the N.R.A. effort to regi- 
ment the economy, various attacks upon bigness in business, 
a long period of governmental distrust of business, a major 
war, the reconversion period following it, another batch of 
anti-trust suits which many people consider of more political 
than economic significance, and various efforts by legislators 
and bureaucrats to make the economy conform to their 
theories. 

Yet business still goes on, producing goods and services 
in greater quantities than ever known before. 

But, as Dr. Moulton warned, “despite this virility, the 
economy cannot bear indefinitely the cumulative burdens 
which are being imposed upon it.” 

Long-range planning is an important but sometimes neg- 
lected aspect of the controller's job, one which is beginning 
to receive specialized attention by the Controllers Institute 
under the auspices of its newly organized Committee on 
Management Planning and Control. 

At the same time it is receiving some intensive study by 
Professor Joseph L. Snider of the Harvard Graduate School 
of Business Administration. Under a special grant from one 
of the foundations he ts currently making a study which he 
discusses in this issue of THE CONTROLLER. Professor 
Snider hopes for help from our readers. 

We recommend a careful perusal of his article. 


Controllership in England 


Some time ago we had a most interesting visit from the 
chief accounting officer of one of Great Britain's largest 
corporations, who is a subscriber to THE CONTROLLER. In 
the course of visiting with some controllers here and ex- 
changing ideas he remarked that THE CONTROLLER 1s the 
most useful technical magazine he reads, and that there's no 
British publication covering the same field. 

More recently we have had a letter from a Canadian con- 
troller now resident in England, suggesting that there should 
be “an offshoot of the Controllers Institute in England 
where American efficiency methods are so needed.” 

Perhaps American controllership, as developed by the 
members of the Controllers Institute and fostered by this 
magazine, is an “exportable commodity’’—along with other 
technical information. The United States, through various 
business leadership groups and governmental channels, is 
currently trying to make this type of help available to other 
friendly countries. Certainly there could be no more appro- 
priate place than Britain to share anything we have which 
might help to strengthen private enterprise. 

Whether or not it would be practical or legal to establish 
a branch or Control of the Controllers Institute in England 
seems to us a technicality. In any case it should be possible 
to assist and encourage the development of some organiza- 
tion of controllers which would do the same thing for the 
function in England which our Institute has done here. Do 
any of our readers have comments on this point—or ac- 
quaintanceship with controllers of British corporations? 

WALTER MITCHELL, JR. 





SAVE ON TYPING 


with the New 


The new Remington Electri-conomy Typewriter — 
designed to save money for business on all fronts— 
saves on typing tabulation too—especially during 
this season of peak activity in tax accounting! This 
exclusive Electri-conomy innovation is the 10-Key 
Tabulator, conveniently placed below the space bar 
—right where you'll find it handiest for accurate tab- 
ulating work. With all the other economy features 
that make this typewriter unique in its field: faster, 
better typing production ... lessened fatigue through 


Remington. Fkand. 


THE FIRST NAME IN TYPEWRITERS 


ATION TOO... 


TYPEWRITER 


10 Kege 
that speed 
Tol oli oliteya) 


completely electrified operation—you get the addi- 
tional plus-value of unparalleled ease and speed in 
columnar typing, billing and statistical work. 

Just press a key and the carriage moves to the ex- 
act point in each column for writing desired units: 
tens, hundreds, etc. “Set” and “Clear” keys are located 
on the streamlined control panel for centralized oper- 
ation. 

Send the coupon for full details on the Remington 
Electri-conomy Ty pewriter with 10-Key Tabulator. 


1950 by Remington Rand Ine 





Remington Rand, Dept. TE-25, 315 Fourth Ave., New York 10 
Please show me how I can save tabulating time, cut office 
costs with the Remington Electriconomy Typewriter. 

Nome 

Company 


Address 








Who Manages your finances ? 


You know how important it is to have your finances managed by a competent man to 


assure an efficient, economical and reliable plan of operation. 


Likewise, you need the advice and counsel of trained and experienced insurance specialists to 


assure you of an efficient, economical and reliable insurance program. 


Rollins Burdick Hunter, with its 50-year background in fulfilling insurance needs for 
business, offers you (1) a complete survey of your insurable hazards, 

(2) a comprehensive study of your present insurance structure, and (3) a plan 

to assure you maximum protection at minimum cost. For further information, 


write to the nearest office. No obligation, of course. 


Rows Burpicx Hunter Co. 
INSURANCE BROKERS and AVERAGE ADJUSTERS 


Principal Offices 


231 S. La Salle St. 116 John St. New World Life Bldg. 
Chicago 4 New York 7 Seattle 4 
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Current Confusions about Pension Plans 
§. Ah. Shavinas 


WENTY YEARS AGO pension plans were 

far from the byword they are today. 
At that time people were almost inclined 
to ask you: What is a pension plan? Do 
you eat it with a fork or a Spoon? 

I need not tell you of the transition that 
has occurred in the interval. Articles on 
pensions are appearing in a large number 
of magazines. It is a common word in 
newspaper front pages, a subject of daily 
table conversation, and a list of experts 
who have established themselves as au- 
thorities in devising plans contains such 
prominent figures as Dr. Townsend, John 
L. Lewis, Philip Murray, Senator Bridges, 
and perhaps » te members of the Fact- 
Finding Board for the Steel Industry. 

In addition to the experts mentioned, 
there are consulting actuaries, insurance 
company experts, and government tax au- 
thorities who, while having valuable ex- 
perience, are encountering great difficulty 
in getting their ideas reflected in many 
of the plans which are being established 
today. 

As is all too likely to be the case, these 
various experts have given expression 
only to their own convictions with the 
result that few people understand the op- 
posing points of view on the more con- 
troversial issues. 

With a background of an extended steel 
strike, we should certainly be able to label 
the subject of employe contributions as 
being amongst the controversial issues. I 
therefore wish to discuss this subject. In 
addition, I would like to dicuss the pos- 
sibility of pension liabilities appearing on 
corporate balance sheets, a currently pop- 
ular method of funding benefits, and also 
some of the problems encountered in se- 
curing Bureau of Internal Revenue ap- 
proval to union type pension plans. 

Through the years we have heard prob- 
ably all of the reasons which are brought 
forth to justify contributions and also we 
have heard substantially all of the reasons 
why a company should pay the entire cost 
of a pension a 

I should like to review those reasons, 
taking up, first, the ones which favor em- 
ploye contribution toward the cost of the 
plan. 


(1) It is socially desirable that em- 
ployes contribute toward their own old 
age protection. 


(2) Employe contributions make the 
employes in effect partners of the em- 
ployer in their own old age protection. 
This improves the employe-employer re- 
lationship. 

(3) The provision for employe contri 
butions generally permits the adoption of 
a more liberal schedule of benefits. Liberal 
benefits are essential if the plan is to be 
effective. 

(4) Since employes are guaranteed, as 
a minimum, the return of their own con- 
tributions—generally with interest—the 
existence of contributions is, in effect, a 
source of savings which will prove of 
value to an employe’s family in the event 
of his premature death or to himself in 
the event of disability or termination of 
employment for other reasons. In contrast 
to the usual savings fund, this fund may 
not be withdrawn except upon termina- 
tion. 

(5) The semi-compulsory nature of 
contributions, once the employe decides to 
become a member of a contributory plan, 
helps to build up a savings fund which, 
in the absence of such a plan, might other- 
wise not be created. 

(6) The fact that the Social Security 
Act and social insurance programs of 
other countries generally require contri- 
butions by employes makes it reasonable 
to require employe contributions in plans 
which supplement social insurance pro 
grams. 


Few understand opposing views 
on more controversial issues 


(7) Periodical deductions of contribu- 
tions from their pay keep employes aware 
of the existence of the retirement plan and 
the benefits which it provides. In the ab- 
sence of such a continuing reminder em- 
ployes have a tendency to forget about 
the plan. 

(8) Employes have a greater appre- 
ciation of and more confidence in the plan, 
particularly when they know how much 
the employer puts in alongside their own 
contributions. 

(9) Since only those employes who 
contribute become entitled to benefits, par- 
ticipation in the plan is limited automati- 
cally to those employes who have an inter- 
est in long-term employment and old age 
security. Those who do not contribute 
are generally the employes who would 
not stay to retirement in any event. 

(10) If there is any doubt as to 
whether or not a plan should be con- 
tributory, it is wiser to make it contribu- 
tory, because it may disturb employe-em- 
ployer relations to amend the plan to 
require contributions unless substantially 
higher benefits are at the same time pro- 
vided 

(11) Contributory plans on the whole 
have been well received by employes. 

And now the U. S. Steel Corporation 
comes out in a full page advertisement 
with this further reason for a contribu- 
tory plan 


Phillips 


J. H. SHREINER is a Vice President and Director of Tow- 
ers, Perrin, Forster & Crosby, Inc., whose principal offices 
are in Philadelphia, Pa. Mr. Shreiner’s experience with re- 
tirement planning and financing dates from 1930. Since 
that time he has been closely and continuously associated 
with all phases of this work, has helped to create and in- 
stall large numbers of both trusteed and insured procedures 
for companies in various industries. The paper here pre- 
sented was delivered by Mr. Shreiner before the Chicago 
Control of the Controllers Institute of America. 
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Of 490,000 corporations 
‘in the U.S.... 


! 


Only 13,000 
have pension 
plans 











Reprinted from “U.S. News & 


tionat and international affairs, published at 


World Report,’ an 





Out of the 13,000 
pension plans... 





4,662 are paid 
for in part by 
the employes... 


while in 8,338 


plans employers 
pay entire cost 











independent 
Copyright 


weekly magazine on na 


Washington 1959 United States 


News Publishing Corporation. 


“A contributory plan is safer. Company 
pay-all plans are uncertain. There may some 
day be no money or no company. Employes 
suffer, if the plan fails. Furthermore, the 
contributing employe has a direct interest in 
the success of the plan. He will then strive to 
keep the plan financially sound and within 
proper bounds.” 


To give similar treatment to the rea- 
sons why a company should pay the en- 
tire costs of a pension plan, we find the 
following reasons being advanced. 


(1) In the absence of employe con- 
tributions, all employes automatically be- 
come participants in the plan and no em- 
ploye reaches retirement age in the serv- 
ice of the employer without any provision 
for old age income. Subject to the vesting 
provisions, the costs of the plan are lim- 
ited to those employes whose service with 
the employer continues to date of retire- 
ment 

(2) A_ non-contributory plan is less 
costly to administer than a contributory 
plan because each employe is automatically 
enrolled as a participant and the valuable 
time of high priced personnel is not re 
quired in enrollment campaigns and no 
additional expenditures must be made by 
the payroll department to collect, record, 
and transmit employe contributions 

(3) they “take 
home” pay, employe contributions accel 
erate the date when demands for wage in 
creases will be made. When such demands 
are met, the employer in effect bears the 
entire costs of the plan but frequently at 
higher rates than he would be forced to 
pay into a retirement plan. The employer 
can generally provide plan benefits for 
less than 70% than 
10%) of the amount otherwise required 
as an employe contribution 

(4) Employe contributions are made 


Because reduce the 


(somctimes le SS 


out of taxed income, whereas the em 
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ployer cost of a plan is deductible from 
the taxable income of the employer. In 
some instances 36¢ of cost to stockholders 
will produce a benefit equivalent to that 
provided by $5 of the gross income of the 
higher paid employe. 

(5) Higher paid employes, because of 
increased income taxes in the higher 
brackets, have less capacity to make con- 
tributions to a plan than employes with 
average pay. If full participation is not 
obtained for highly paid personnel, the 
plan may become ineffective as to the 
persons whose prompt retirement is of 
greatest importance to the company. 

(6) A non-contributory plan may be 
more easily amended. 

(7) The presence of employe contribu- 
tions may create personnel problems 
which otherwise would not arise: 


(a) Employes may consider their 
contributions as a savings fund 
to which they should have ac- 
cess during employment to meet 
an emergency 
If the operations of the com- 
pany are ¢ urtailed so as to neces- 
sitate lay-offs, a participating 
employe may resign in order to 
secure his contributions to meet 
emergencies during the lay-off 
period. Upon reemployment by 
the company such a former par 
ticipant’s status both as to em 
ployment and the plan may be 
destroyed, whereas the status of 
the non-participant will not be 
affected 


And now in recent newspaper items we 
find being expre ssed union attitude on the 
subject to the effect that inasmuch as pen- 
sions are a form of deferred wages and 
since wages are an obligation of the em- 
ployer it naturally follows that the em 
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ployer should pay the entire cost of the 
pension plan. 

I have seen these two lists examined by 
numerous employers. After they had 
studied the listing they would generally 
say that these tabulations of respective 
advantages prove conclusively that they 
have been correct in their attitude on this 
subject. The amazing thing is, however, 
that the various employers will not be in 
agreement as to what it is that the ex- 
amination proved so conclusively. I under- 
stand that Dr. Carroll R. Daugherty, 
Chairman of the President's Steel Fact- 
Finding Board, said, after hearing both 
lines of argument presented to the Board, 
he “was not impressed.” 

As a matter of historical record it 
might be well to mention that retirement 
plans in this country started on a non- 
contributory basis and then during the 
1930's when insured plans came into 
usage, contributory procedures were de- 
veloped. 

Most plans were on a contributory basis 
until we entered the war period when the 
pendulum swung back so that approx- 
imately two-thirds of the plans then in- 
augurated were on a_ non-contributory 
basis. This wartime procedure was 
undoubtedly a result of the large tax 
deductions available for corporate pay- 
ments of plan cost and the presence of 
limitations on individual earnings. 

During the postwar period an increas- 
ing number of plans were put into opera- 
tion on a contributory basis. The report of 
the Fact-Finding Board has stopped that 
trend, but I think there is evidence to the 
effect that the Board, in suggesting a non- 
contributory plan, had no intention what- 
soever of prescribing non-contributory 
plans 


CONSIDER now the possible effect of the 
union type of plan on the corporate bal- 
ance sheet. This matter of making pension 
plans a subject of a union contract is 
bringing about a new condition which 
may have a direct bearing upon the cur- 
rent solvency of the employer in whose 
company the plan is being established. 

Through the long history of pension 
plans it has been universally true that the 
plans contained a provision to the effect 
that they could be modified, changed, or 
discontinued at any time. It has likewise 
been true that companies frequently em- 
ployed amortization principles in liqui- 
dating the cost of past service—the cost 
of paying for benefits related to the serv- 
ice rendered by employes prior to the date 
on which the pension plan was estab- 
lished. Because the plan could be discon- 
tinued at any time companies did not 
show on their balance sheet a liability in 
the amount of the unfunded past service. 
The nearest approach I have ever seen was 
that of one company which in the early 
‘30's put a footnote on their balance sheet 





to the effect that a specific amount of past 
service had not as yet been liquidated. 

Now to the new situation. Harry 
Becker, Director of Social Security of the 
United Auto Workers, has stated that one 
of their objections to prior pension prac- 
tices was that the plans could be discon- 
tinued. The Ford Motor Company has 
through negotiations established a plan 
which is a part of a union contract. I have 
neither seen nor heard of any reference 
to a discontinuance provision. 

I do not pretend to know the answer to 
this problem, but the financial officers of 
some of this country’s biggest corpora- 
tions have told me that if they must in- 
clude this unfunded past service as a li- 
ability on their balance sheets they will 
reflect corporate insolvency. They have 
told me further that under the Securities 
and Exchange Commission regulations 
they are not permitted to put out qualified 
balance shcets, and they are therefore of 
the opinion that the item will have to 
appear as a liability. Of course, the same 
treatment would be applicable to any cur- 
rent service liability which is not liqui- 
dated within the current year. 


IF THE final developments in this situa- 
tion are the compulsion to show unfunded 
past service costs as a liability, we may 
find an increased usage being made of 
entry age funding methods, whereby the 
benefits of each participant in the plan 
are financed with payments which ate of 
level amounts in each of the years ke- 
tween the date of entry to the plan and 
attainment of normal retirement age. 

As a means of eliminating liabilities, 
some industrialists are suggesting that 
settlements with the unions be on a basis 
which puts the major emphasis on the 6¢ 
figure of the steel report. This would be 
in contrast to the $100 settlements, the 
$100 figure having also been mentioned 
in the steel report. 

The advocates of this emphasis on the 
6¢ figure contemplate a renewed usage of 
“money purchase” procedurcs. For each 
employe an account would be established 
in the amount of Gé¢ for each hour 
worked. When he qualified for retirement 
he would get whatcver lifetime pension 
could be prov ided by his personal accumu- 
lation. Of course, the accumulation and 
resultant benefit would be very small for 
those employes who were close to retire- 
ment age when the procedure became 
operative. This would result in 6¢ per 
hour of company cost on every employe 
covered by the agreement. 

Another approach to the problem is 
exemplified by the Bethlehem type of 
settlements which are 
steel industry. 

Beth!ehem is providing a benefit which 
minimum of $100 per 
month, inclusive of social security. This 
benefit is available in the presence of 25 
years of service and the attainment of age 


occurring in the 


is subject to a 


65. A proportionate minimum is appli- 
cable to shorter service provided the em- 
ploye has had at least 15 years of service. 

U. S. Steel is providing essentially the 
same benefits as Bethlehem Steel. On the 
subject of funding the U. S. Steel agree- 
ment contains this provision: 


“The Company (and each of the other Em- 
ploying Companies) is free to determine the 
manner and means of making provision for 
funding and paying the pension benefits set 
forth in Part Il of this agreement.” 


Benefits at Bethlehem are fully funded 
for an employe when he retires. Until the 
employe qualifies for retirement no money 
is paid into the trust for his account. This 
might be termed “maturity age financing.” 
Bethlehem, I believe, has long used this 
procedure and has secured tax deductions 
for the amounts so paid to the trust. I 
believe that to date their deductions have 
been qualified under the 5% rule. 

We are probably going to see a great 
flurry of this maturity age financing. The 
industrial relations people like that fea- 
ture of the procedure which results in 
money being put up only on those people 
who, during the life of the union agree- 
ment, qualify for retirement. No money 
is in the fund for employes who qualify 
for retirement after the expiration of the 
current agreement. 

The financial officers of the companies 
also like the fact that this establishes a 
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funded plan on a basis which initially re- 
quires much less of an outlay than would 
be required under a plan which also ne- 
cessitates money being put on employes 
who are now remote from retirement. 

The procedure does, however, require 
more study before a company adopts this 
procedure. Examine for a moment the 
Bethlehem experience to date. 

Bethlehem established the plan about 
1923. At the outset 604 pensioners were 
placed under the plan, and they received 
an annual benefit of about a quarter of a 
million dollars. 

I think the plan at that time provided 
a minimum benefit of $15 per month. 
During 1947 the minimum was changed 
to $50 inclusive of social security. Now 
the minimum is again being changed to 
$100 less social security. In all other re- 
spects the plan has been for the most part 
unchanged since its establishment in 1923, 

Has there been any growth in the vol- 
ume of annual benefit payments since 
1923? Remember that in 1923 the bene- 
fits aggregated about $250,000, By 1946 
the benefits had grown to about $1,600,- 
000. In 1947 the annual benefits increased 
by about half a million and in 1948 by 
another $400,000. 

At the end of 1948 there were 3,249 
persons on the pension roll—more than 


five times the starting number 25 years 
before 
Benefit payments in 1948 aggregated 


ACCRUED LIABILITIES 


As accrued liabilities have always been considered one of 


the important elements to be checked when analyzing finan- 


cial statements, credit executives are showing alarm over 


the possible effect of this phase of recently proposed pension 


plans, points out Henry H. Heimann, Executive Manager of 


the National Association of Credit Men. Not to reflect this 


accrued liability in balance sheets, he says, would pose a most 


serious problem for credit analysts. 


According to latest federal records on the number of pen- 


sion plans now in operation, states Mr. Heimann, the pattern 


set by the Big Steel and other recent large corporation con- 


tracts may quite logically be followed in other management- 


labor contracts, affecting both large and small companies. 


“The inevitable result of a $100-a-month plan application 


to all business is clear,” he declares. “Business will be forced 
to back legislation in Washington to shift the burden to the 
government. Neither the union nor the men, however, will 


be long content with this. The social security system is a 


contributory system. Union leaders want and will insist on a 


non-contributory system. The best that can be hoped for is a 


breathing space to make your readjustments. And shifting the 


burden to government doesn’t cure the situation. You are 


a part of government and in the end you pay for it.” 
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$2,523,267—-about ten times the figure 
applicable to that first year 25 years be- 
fore. 

The average benefit payment by the 
fund in 1948 was $67.17 per month, to 
which must be added sts gona pay- 
ments. 

Such a history denies to any manage- 
ment a belief that low starting costs of 
maturity age funding will continue to be 
low. Through the years the companies 
adopting plans generally funded them on 
a basis which amortized the past service 
and in addition funded currently the ad- 
ditional benefits which employes are cur- 
rently accruing. Such plans were adopted 
under conditions which gave greater op- 
portunity to consider the merits of the 
various available procedures. 


Why pip they adopt procedures of ad- 
vance funding? The principal reasons 
why the advance funding of pensions, on 
an actuarial basis, is considered to be de- 
sirable and proper are the following: 


(1) Sound Accounting. The cost of an 
employe’s pension is necessarily incurred 
while the employe is actively working, for 
it is during his working years that he 
contributes the production which in the 
end justifies the payment of his pension. 
Therefore the cost of a pension should be 
charged off during the employe’s working 
period, just as other normal operating 
costs should be charged off as incurred. 

(2) Employe Security. The funding of 
pensions guarantees to each employe that, 
once his service is completed, the granting 
and continuation of his pension will be 
entirely independent of any changes in 
Management, financial or even 
the continued existence of the enterprise 
for which he was working 

(3) Stabilization of Costs. Both ex- 
perience and actuarial forecasts clearly 
demonstrate that pension payments will 
continue to rise, in relation to active pay- 
roll, for many years after the size of the 
active payroll has become stabilized. Ad- 


reverses, 


vance funding redistributes these costs so 
that they will tend to remain fairly con- 
stant in relation to payroll 


Secondary reasons, such as possible tax 
savings, also exist but the foregoing are 
the principal basic reasons for funding 

The Bureau of Internal Revenue—as 
well as employers—is facing new prob- 
lems in connection with union type plans 
In this rapid evolution of pension plans, 
which is currently occurring, it is interest 
that the revenue 
1942 to 


ing to observe laws, 


which were drawn so recently as 
cover carefully the whole subject of pen- 
sions, are now about to prove themselves 
to be inadequate under the new conditions. 

That law was not designed to facilitate 
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the establishment of plans as demanded 
by the unions. It was designed to limit 
the amounts which employers, in the pres- 
ence of very high taxes, could pay to a 
retirement fund on a deductible pais 

The Revenue Act in effect said that the 
employer shall get a tax deduction for the 
money which he Pays into a plan which 
has been approved under Section 165 of 
the Revenue Act. 

To qualify for such approval, a plan 
had to meet satisfactorily at least these 
tests: 


(1) It had to be part of a plan designed 
primarily for pension purposes. 

(2) It had to be for the exclusive bene- 
fit of employes of the employer. 

(3) It had to have permanence. 

(A) It had to be actuarially sound. 





PENSION PHASES 


“Social Insurance, Pensions, and 
Other ‘Fringe Benefits’ ” is the title 
of the current issue of “Business In- 
formation Sources” which contains 
recent references on how to set up 
a pension plan, cost of a plan, col- 
lective bargaining procedures in 
pension planning, and other phases 
of the subject. 


Copies are available from the 
Business Information Bureau, Cleve- 
land Public Library, Cleveland 14 
O., at 10¢ each. 


Mentioned therein is the article 
by Thomas L. Evans, entitled “Social 
Security Proposals: A Realistic Cost 
Analysis,” which appeared in THE 
CONTROLLER, October 1949. 





An examination of these requirements 
and their application to some of the plans 
recently established in union negotiations 
will show you some of the problems now 
facing the Revenue Bureau. 

Some of the plans, notably the plan for 
coal miners, provide “‘package’’ benefits 
where welfare benefits are combined with 
pension benefits. When this is done the 
employer runs the risk of losing the tax 
ji teien on that part of his payments 
which went for pensions. I understand 
that there are several employer-sponsored 
package plans which failed to qualify for 
any tax deduction 

The coal operators have paid about 
$135 million to the United Mine Workers 
of America Welfare Fund and that means 
that tax deductions of over $40 million 
are involved in the Bureau’s decision 
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What about the requirement that bene- 
fits be for the exclusive benefit of employes 
of the employer? Today there are plans 
operating on an industry-wide basis. Un- 
der such procedures there is no interrup- 
tion in an employe’s accrual of benefits. 
For highly technical reasons the Bureau 
has approved two union-established plans 
providing industry-wide coverage. 

Contrast that action to the Bureau rul- 
ing that a corporation could not get a de- 
duction for the money which it expended 
in providing pension benefits for the em- 
ployes of the corporation's subsidiary. 

The third requirement is permanence. 
The Regulations inflict penalties on an 
employer who terminates a plan under 
conditions which are other than business 
necessity. Union plans, however, come 
into being through contracts which gen- 
erally run for a very few years. At the end 
of such period the whole contract, includ- 
ing the pension plan, is subject to nego- 
tiations. We will probably find the Bu- 
reau adopting a new concept on perma- 
nence. We may hope that the new concept 
will not discriminate between union- 
initiated and employer-sponsored plans. 

The final requirement mentioned is that 
of actuarial soundness. It must be possible 
to determine actuarially the benefits which 
can be paid to employes from the funds 
paid into the plan by the employer, or it 
must be possible to determine the adequacy 
of the funds in relation to the promised 
benefits. 


Ir HAS long been recognized by pension 
experts that if you fix the amount of the 
benefit the cost must constitute a variable. 
Likewise, if the cost is fixed the amount 
of the benefit must be a variable. You 
cannot fix both items so long as we have 
no precise knowledge of the number of 
years that specific persons will draw their 
pensions. The same might be said of the 
variations that occur in interest earnings 
and the expenses of running the plans. 

It must therefore follow that we cannot 
reasonably set up plans having a fixed 
cost, such as 6¢, and provide a definite 
benefit, such as $100. It is interesting to 
observe that the Bethlehem plan fixed 
only the benefit. In that plan the cost is a 
variable. 

Difficulty may be expected in any at- 
tempt to secure approval of a plan lacking 
actuarial soundness. A plan which fixes 
both the cost and the benefit may fall in 
that category. 

The Ford plan fixes the amount of the 
benefit to be paid and also requires that 
the company pay 8-3/4¢ into a pension 
fund. The agreement, however, also con- 
tains provisions which will allow the com- 
pany to vary its payments. The agreement 
states that: 

“Since the Company assumes the responsi- 
bility to make contributions from time to 
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Tax Highlig 


g. A. Landman 


W: WERE TAUGHT that Congress 
makes our tax laws; that the ju- 
diciary explains them; and that the 
Treasury enforces them. In_ reality, 
while it is true that Congress enacts 
our tax legislation, the federal courts in 
the  acanggy of explaining make new 
tax laws. And in the hands of the 
Treasury our tax legislation frequently 
undergoes a further distortion of Con- 
gressional intent unless it condescends 
to acquiesce in chosen court decisions. 
To this extent our federal tax legisla- 
tion is at the mercy of the courts and 
the Treasury officials. 

The situation was no different in 
1949. Reference will be made to what 
little significant tax legislation was en- 
acted last year. To collect the revenue 
the Treasury continued to administer 
the tax law based much on its own 
preconceived ideas as to what the tax 
law is. We address ourselves primarily 
to the myriad court decisions of 1949, 
because they make the intellectual re- 
finements in our tax law which are so 
authoritative in determining whether 
an item is tax-free or taxable, is a capital 
or an ordinary gain. All we can x is 
cull a few that have made imprints, 
even if only temporarily, on the quick- 
sand of time, soon to be modified or 
obliterated by new court decisions, new 
acts of Congress, and well-meaning but 
too frequently contrary-minded Treas- 
ury officials. 


Taxable Income 

Taxpayers are still in the vain search 
for non-taxable income. The courts in 
1949 were not too helpful in their 
plans. We know that accrual taxpayers 
ordinarily need not report uncollectible 
income such as rentals and interest. But 
the burden of proof is on them to estab- 
lish that the collection of such items are 
reasonably improbable. In the recent 
New York Water Service Corporation 
Case! such a taxpayer was obliged to 
accrue unpaid interest because the sum 
was relatively so small as not to dis- 
courage the hope of collection, the pe- 
riod of default was relatively short, re 
payments of principal were frequent 
and larger than the interest amount 


*12 T.C. No.104 ; see also Jorden, 11 T.C.110 


hts of 1949 


due, and the related accrual debtor took 
the appropriate deduction. 

Payments of money made by a former 
employer may be tax-free gifts or tax- 
able income. They may be deemed gifts 
where the facts warrant it, such as pay- 
ments to an invalid ex-employe.* 

Property dividends ordinarily have 
no tax effect upon the paying corpora- 
tion, but are taxable income at fair 
market values to the stockholders. How- 
ever, a distribution in kind by a subsidi- 
ary to its parent followed by the sale 
of the assets by the parent in accordance 
with a previous arrangement is taxable 
to the subsidiary to the extent of the 
profit. The moral of this decision is 
that preventive tax advice like preven- 
tive medicine is much more effective 
than all the cures because there are no 
cures. 

Advance payments of income re- 
ceived by an accrual taxpayer for services 
not yet rendered are reportable in the 
year received, though this principle is 
contrary to sound accounting science.* 
However, if the taxpayer's plan of tax 
reporting coincides with its accounting 
system for a number of years, perhaps 
then would such payments be reported 


* Schall, C.C.A.-5, June 3, 1949 

* Transport Trading & Terminal Corporation 
C.C.A.-2, July 11, 1949, reversing 9 T.C. 247 

* Capital Warehouse Co., (C.C.A.-8), De 


cember 30, 1948 


How do these important 
decisions affect you? 


in the years when the services are ren- 
dered.§ 

A definite number of annual install- 
ment payments of the proceeds of an en- 
dowment insurance policy are now defi- 
nitely tax-free to the insured until cost 
is recovered. Heretofore the Treasury 
contended that such payments were an- 
nuities taxable at 3% annually of the 
cash surrender value of the policy. The 
Treasury now acquiesces in Thornley, 
2 T.C. 220, 147 F(2d) 416, agrees that 
such installments are not based on life 
expectancy and therefore could not be 
annuities, and amends its regulations ac- 
cordingly.6. Tax practitioners should 
find refund claims for their affluent 
clients in this situation. 

It is commonly understood that the 
beneficiary under a life insurance policy 
receives the proceeds tax-free upon the 
death of the insured. If the beneficiary 
pays off an outstanding debt on the pol 
icy after the insured’s death, the pay 
ment is treated as a valuable feces’ 
tion for the transfer of an interest in 
life insurance and as such the recovery 
of this sum is tax-free and the bal- 
ance of the proceeds attributable to 
this investment are fully taxable.? 

Towers Warehouses, Inc. Par.47013 P-H 
Memo T.« 

*T.D.5684 
R. Maxson Hall, 1: 
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DEFERRED COMPENSATION AND INCOME TAX 


Ways to defer individual compensation and generally re- 
duce income tax to both employe and employer are ex- 
plained by J. K. Lasser, certified public accountant and tax 
expert, in The Journal of Accountancy for January. 

Deferred compensation methods, says Mr. Lasser, seek to 
postpone personal income from a high income tax year to 
what may be a lower income tax year [see ‘Deferred Com- 
pensation of Executives’ by George R. Blodgett, THE Con- 


TROLLER, June 1949}. 


Pension, profit-sharing, and stock bonus plans through 
programs qualified or non-qualified with the Bureau of 
Internal Revenue can be used. Other methods are forfeit- 
able or non-forfeitable annuities, option devices, deferred 
pay with or without contracts, and giving or selling com- 


pany stock to the employe. 


According to Mr. Lasser, senior partner in J. K. Lasser 
and Company and Chairman of the New York University 
Institute on Federal Taxation, pension, profit-sharing, stock 
bonus, or annuity plans which meet the Treasury require- 
ments afford a sure method of deferring compensation to 
later years, yet keeping the deduction for the employer. But 
these plans are of only limited value in deferring compen- 
sation to highly paid employes, he adds. 

Other forms of deferring by contract would include pur- 
chase of annuities for the employe and employer agree- 
ments for payments in the future. Income from non-qualify- 
ing employer trusts, says Mr. Lasser, are not exempt from 


tax. 





Capital Gains 

If we cannot find non-reportable in- 
come, we seck capital gains at the bar- 
gain maximum rate of 25% rather than 
ordinary income at the maximum cor- 
porate rate of 38% orf non-corporate 
rate of 77%. The 1949 court decisions 
afford new, and deprive us of some 
old, possibilities for such tax economy. 

The sale of an invention or a copy 
right yields r ipital gains or losses. How- 
ever, if the sale is made by one who 
customarily engages in such a business, 
the proceeds are subject to ordinary in 
come or loss The sale of part or all the 
rights of an invention or copyright still 
results in capital gain or loss. Though 
the law is not definite, the sale of movie 
or serial rights is in effect a license, re 
sulting in fully taxable royalty income. 
The best protection for capital gain or 
loss treatment of such a transaction is 
to be certain that the agreement is both 
in form and substance a sale rather than 
a lease 

The Treasury officially 
on the attempts of radio artists and others 


now frowns 


to obtain compensation fort personal 


* Wode , U.S. $.¢ Ju 
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services under the guise of sales of 
property to advertisers at bargain capi- 
tal gain rates. It insists that such com- 
pensation is taxable at full income tax 
rates.2 This situation invites further 
litigation. 

The sale of an entire business by a 
sole proprictor ts not the sale of a capi- 
tal asset. Instead, for federal tax pur 
poses, it is treated as a sale of its com 
ponent underlying properties. Good 
will and receivables are capital assets; 
business assets are capital assets tor net 
gains and full deductions for net losses 
under Section 117(j) LR.C.; and in- 
ventories are ordinary assets 

Obviously, purchasers and sellers fre- 
quently have conflicting tax approaches in 
such transactions. Accordingly, it is desir- 
able in the interests of both parties to 
reveal a breakdown in the purchase and 
sale agreement of the values of each of 
the items involved, because such under- 
takings are ordinarily respected by 
the taxing authorities. Where no such 
provisions are made, the courts may in 


their judgment arrive at bizarre con 


“uy Department, Information Service, 
January 
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clusions. In the Newton case the trans- 
action resulted in almost fully ordinary 
gains, in the absence of sustaining proof 
that the good will and other intangibles 
should be evaluated higher.!° On the 
other hand, the sale of a partnership in- 
terest is the sale of a capital asset. But 
the sale of its underlying assets results 
in capital or ordinary income depending 
upon their nature." 


IN THE SALE of a business good will 
and the frequent non-compete agree- 
ment are usually treated as capital and 
ordinary assets, respectively. At times 
these assets are not distinguishable, yet 
the Treasury will treat them as one or 
separate assets depending upon which 
interpretation serves its revenue pur- 
pose better. In the absence of a break- 
down of the sales price the Treasury is 
prone obviously to allocate a large 
portion to the non-compete agreement. 
The Tax Court does not sympathize 
with such arbitrariness and is guided 
more by the realities of the situation. 
In one case it allocated the entire sales 
price to good will and treated the non- 
compete covenant as an inseparable part 
thereof with the consequence that the 
lower capital gains tax rate was in- 
voked.}" 

In the Toledo Newspaper Case!* the 
Tax Court ruled that the seller is en- 
titled to capital gain treatment because 
the non-compete agreement is a negli- 
gible attribute of the good will sold. 
The purchaser as a consequence was 
denied pro-rated amortization deduc- 
tions for the ten year non-compete re- 
strictive period.44 Should it sell the in- 
tegrated good will and the agreement 
not to compete in the future, capital 
gain or loss treatment would follow. 

A purchase and sale agreement which 
does not itemize the respective values 
of the good will and the covenant not 
to compete fortifies the seller's capital 
gain tax position, unless the two assets 
are clearly distinguishable. From the 
purchaser's standpoint, greater assur- 
ance of annual amortization deductions 
for a noncompetitive agreement for a 
definite and limited period of time can 
be procured by buying the corporate 
stock from and entering into such an 
agreement with the stockholders. 


Income Splitting 

If taxpayers cannot find non-report- 
able income or capital gains, then they 
try to split their income among a num- 
ber of taxable entities in order to de- 


Newton, 12 T.C. No.30. 
Max Schapiro v. U.S 
1949 


Dist.Ct.,. Dist f 
February 5, affirmed C.C.A.-8, 
ther 22, 1949 

ichaels, 12 T.C.17. 
T.C.794 
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scend to lower income tax rates. The 
courts in 1949 did not always sanction 
such conduct. 

High tax rates are forcing stockhold- 
ers of closely held corporations to split 
income by operating part of their busi- 
nesses as partnerships to avoid the 
double tax when corporate profits are 

aid out as dividends. Where this can 

be done, corporate tax is saved, and the 
profits of the partnership belong to the 
stockholders individually and are tax- 
able to them. The Treasury repeatedly 
tries to attribute all this income to the 
corporation. However, these attempts 
have been unsuccessful where the sep- 
aration is bona fide and natural or 
where the business of the partnership 
is different. 

A partnership needed a noncompeti- 
tive corporation for its legitimate watch 
business. The partners’ wives acquired 
the stock of a deficit glove corporation 
for this purpose. The latter had its stock 
ownership, location, name, and type of 
business changed. The operating loss 
and unused credit carry-overs of the 
glove operation were then used to off- 
set the current profits from the watch 
business. The Tax Court sustained the 
taxpayer in the view that the income, 
expenses, net operating loss, and excess 
profits credit of the glove business can- 
not be ignored, and overruled the 
Treasury in trying to tax the watch busi- 
ness’ separately. Though all this ante- 
dated: the enactment of Section 129 
I.R.C., the Court nevertheless said that, 
even if this were not a fact, this statute 
would not be applicable because it pro- 
hibits the acquiring and not the ac- 
quired tax entities from availing them- 
selves of certain deductions, credits, 
and allowances.'@ 


ON THE other hand, the sale and lease- 
back of assets between family and cor- 
porate members has been challenged by 
the Tax Court. In a split decision the 
Court held that it is a mere assigning of 
income to the vendee-lessor and treated 
the rentals as taxable dividends to the 
latter and as non-deductible “rentals” 
for the alleged vendor-lessee."* 

The gift of business property to a 
trust for the benefit of one’s family and 
a lease-back theoretically has the effect 
of splitting taxable income. The rental 
constitutes a deduction, and the trust 
revenue serves as income to family mem- 
bers. The Tax Court has recently dis 
allowed such rentals as deductions and 
treated them as gifts of income to the 
family members!® in line with its earlier 
denunciation of the sale and lease-back 


" Standard Fruit Products Cc Par.74.625 
P—H Memo T.C 

* Alprosa Watch Co., 11 T.C. No 

" Armston, 12 T.C. No.71 

* Brown, 12 T.C. No.146. 


YEAR-END TAX REVIEW 


Taxes continued to be of major interest during 1949, 
says a year-end review by Commerce Clearing House, Inc. 
The federal government's pressing need for revenue kept 
federal income tax rates high, so that the action of these rates 
on private and business incomes resulted in a wide variety 
of developments effecting adjustments. Sweeping upward 
changes were made in state tax levies. 


Here are a few important 1949 changes: 


Corporations, which accrue income and deductions, can 
deduct charitable contribution “authorized” in a taxable year 
and paid within the first 2-1/2 months of the next year. This 
provision is retroactive to 1943. 

No oath is required on the income tax returns of corpo- 
rations, partnerships, trusts, and estates. 

Social security taxes and income taxes withheld from em- 
ployes will be reported on one form in 1950. 

Social security taxes and income taxes are raised to 
1-1/2%, applying both to employers and employes. 

Salaries of $75,000 and over will not be made public. 


Other important federal tax developments include 


A sweeping new Supreme Court interpretation makes it 
much easier to establish a “family” partnership. 

A real estate dealer was allowed to apply the capital gains 
rate to profit from property held as an investment for him- 


self. 


Among the most important changes made by 44 state 
legislatures meeting in 1949 were 


Corporation income tax rates were increased in seven states 
-California, Colorado, Georgia, Massachusetts, Minnesota, 


New York, and Rhode Island. 


Gasoline taxes were increased in 15 states. 
Florida and the District of Columbia imposed sales taxes, 


bringing the total number of sales tax states to 31. 





of property between related taxpayers.!® 
This decision is not the last word on the 
question, It must be remembered that 
the Seventh Circuit Court in the Skemp 
case*? had permitted such a deduction 

In recent years the family partnership 
was a common method of splitting tax 
able income. It did not, however, fare 
well tax-wise. The U. S. Supreme Court 
in its Tower and Lusthaus decisions?! 
of four years ago defeated this resource 
fulness of some taxpayers by promul 


gating therefor the alleged alternate 


* Armston, 12 T.C. No.71; Ingle Coal Cort 

Com'r.,, C.C.A—7, May 11, 1949, affirming 
10 7.C.1199; Granbere Equipment Ine 
T 704 

” 168 Fi2d) 598 


Tower and Lusthau 
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tests of original capital contributions 
and vital services for the tax-valid in- 
vited partners. The Treasury—and the 
family 
alternate tests 


lower courts, too subjected 


partnerships to these 
when in fact the court language was 
idequate to treat these tests as only cir- 
cumstantial rather than as exclusive fac- 
tors in arriving at a determination as to 
whether the family partne rship In ques- 
tion was real in form and substance 
On June 27, 1949 the U. S. Supreme 
Court restated the qualifying tests for a 
tax-valid family partne rship in the Cul- 
bertson case by putting the emphasis on 
the realities of situations rather than on 
the alleged restrictive alternate tests of 
Tower and Lusthaus. As a consequence, 
much tax saving by the device of split- 
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ting income among family members can 
still be salvaged which heretofore had 
been denied by the narrow interpreta- 
tion of the earlier Tower and Lusthaus 
cases. The courts and the Treasury have 
already evidenced much liberality in 
this regard. Of course, the Revenue Act 
of 1948 with its 50-50 income tax 
splitting between spouses has rendered 
the family partnership much less attrac- 
tive for tax minimization 


RECENT DECISIONS make it necessary to 
examine partnership agreements. 

You may have a situation in which 
the income from the partnership's last 
fiscal year and income to the date of a 
partner's death may be lumped in the 
deceased partner's last tax return. You 
may also have a situation in which pay- 
ments by a surviving partner to the es- 
tate of a deceased partner may not be 
deductible by the surviving partner. The 
first situation can be rectified by the 
paragraph, “neither the partnership nor 
the interest therein of the deceased 
partner shall terminate, but shall con- 
tinue, subject to the terms and condi- 
tions hereinafter set forth,” provided 
such a clause is permitted under state 
law. If so, the deceased's share of the 
partnership profit will not be included 
in the latter's final return but in his 
estate at the close of the partnership's 
fiscal year.2* If the payments to the de- 
ceased partner's estate are to purchase 
the partner's interest in the Cae 
the surviving partner gets no deduction. 
If the payments stem from the partner- 
ship agreement arising out of a mutual 
insurance plan, they are deductible.?* 


Liquidations 

1949 has made significant tax judicial 
legislation in the field of corporate liqui- 
dation. When all the assets of an in- 
solvent subsidiary are transferred to a 
creditor-parent to pay a debt, the trans- 
action does not constitute a tax-free 
liquidation. On the contrary, the Tax 
Court holds that a distribution made to 
a creditor-parent by a subsidiary in dis- 
charge of an indebtedness is an ex- 
change with the result that the subsid- 
iary is entitled to a loss deduction meas- 
ured by the difference between the tax 
basis and the fair market value of the 
assets transferred. The parent, on the 
other hand, gets a worthless stock de- 
duction, bad debt deduction 
measured by the ditference between the 
amount of the debt and the fair market 


also a 


value of the property.** 

* Estate of Samuel 

™ Sidney He ] 

* Northern Coal « ch 12 TA 
American Zing ¢ 49 P-H Mem 
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We know that the redemption by a 
corporation with a surplus of its stock 
may result in a fully taxable dividend. 
If such a corporation owns a subsidiary 
with a iarge accumulation of earnings, 
there is nothing to prevent the stock- 
holders of the parent from selling their 
stock at capital gains rates to the sub- 
sidiary.?5 

Earnings and profits of a transferor 
corporation in a tax-free reorganization 
remain such in the transferee for pur- 
poses of the taxability of the latter's 
future distributions under the Sansome 
rule. However, the U. S. Supreme Court 
decided that the distributed earnings of 
a transferee are taxable and are not a 
return of capital even though the ac- 
quired deficits from its liquidated sub- 
sidiary exceed these distributions.?° 

Liquidating corporations are entitled 
to operating loss and to unused credit 





INCOME TAXPAYERS WIN 1 OUT OF 3 


The income taxpayer does have 
more than one out of three chances 
to win his argument when he says 
he’s right and the powerful Bureau 
of Internal Revenue says he’s wrong, 
according to a Commerce Clearing 
House publication. 

Figures compiled and published 
in its magazine, “Taxes,” show that 
during a recent 14-month period 
621 disputes were settled before 
the Tax Court of the United States 
and the taxpayer was winner in 
37% of the cases. 





carry-backs. The Tax Court had pre- 
viously held that as to the latter that 
benefit was intended only for corpora- 
tions which had been in existence dur- 
ing the war years and were converted 
to peacetime operations. The Fifth Cir- 
cuit Court disagrees with this limitation 
and holds that only when such a corpo- 
ration is completely liquidated in all 
but name, then and then only does it 
not enjoy the unused excess profits 
credit carry-back.?7 


De duc tions 

To effect tax economy taxpayers try to 
minimize taxable income and increase 
deductions. Ordinary losses are desir 


* Wanamaker, 11 T.C. No.48 


*™ Com'r. 1 Phipp GS: 3.C 


Mari 
niva to Sansome, 60 Fi2a )3 
Lumber Co., C.C.A-5 
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able because they are fully deductible. 
Capital losses may be used to offset 
capital gains for five successive years in 
the case of corporations, and capital 
gains and one thousand dollars ordinary 
income for the same time in the case 
of non-corporate taxpayers. The courts 
in 1949 did not always condone tax- 
payers’ schemes to arrive at full deduc- 
tions. 

If a taxpayer holds a promissory note 
until after the close of 1949, he is en- 
titled to a partial bad debt deduction in 
his return for that year. If he then sells 
the note in 1950, he has a long term 
capital gain or loss, depending on 
whether he receives more or less than 
the reduced sum.?8 The selling of his 
note in 1949 would have only yielded a 
capital loss. 

The general rule is that a casualty loss 
must be deducted in the year sustained 
and not in a later year. Yet in the Earl 
R. Harwick case?® the deduction was 
permitted in the year of final determina- 
tion of the insurance claim, This case 
should be followed as authority not for 
this proposition but for the law that 
losses resulting from disputed claims 
are deductible in the year of final settle- 
ment. 


THE TREASURY is rather suspicious of 
transactions that appear to be unreal. 
It behooves taxpayers under such cir- 
cumstances to be armed with adequate 
evidence. Bell Booteries, Inc.,29 is a 
good illustration. This corporation sold 
a farm in 1942 for $13,000 which cost 
it $25,000 in 1939. The Treasury 
charged the transaction with bad faith 
and disallowed the loss because ‘‘the 
purchase price did not represent true 
value at the time of purchase.” What 
appeared to be a sham proved to be real. 
The taxpayer convinced the District 
Court that the purchase price was rea- 
sonable, that the sales price was a sacri- 
fice because of a business emergency but 
true nevertheless. 

Expenditures to prevent threatened 
loss Or injury to one’s earnings, reputa- 
tion, or good will are deductible as 
reasonable and necessary costs of opera- 
tions, but such outlays must be essential 
to one’s business. Accordingly, the satis- 
faction by a cocktail lounge operator of 
deficiencies of his war bond committee 
was disallowed as deductions because 
the sale of war bonds had little rela- 
tionship with his regular business.*! 

A taxpayer on the accrual basis can- 
not defer the deductibility of salaries to 
the year of payment if the obligation to 


(Continued on Page 78) 
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* Par.49,243 P-H Memo T.C. 
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(4 oo much is too much. Even of record-keeping — 
AS ere is a good and necessary thing in business. 
But to heck with duplication . . . with endless copying 
of facts and figures! 

By means of our Comptometer Peg-Board Plan, one 
entry is enough — you can make original postings yield 
final results! And no complicated or costly machinery 
is necessary! 

The Comptometer Peg-Board Plan is a simple, logical 
and flexible accounting method . . . tailored precisely to 
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Adding-Calculating Machine for amazingly quick and 
economical handling of all phases of accounting. 


Whether your business is large or small . . . whether 


your worry is sales analysis . . . production control . . 
expense distribution . or what have you — call your 


Comptometer representative. 
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Made only by Felt & Tarrant Manufacturing Co., Chicago, and sold exclusively 
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Stabilization Funds for Depression: 
ARE THEY FEASIBLE AND WILL THEY HELP? 
Joseph L. Snider 


— GH GUARDING against contin- 
gencies through the use of reserves is 
not new to controllers, the worst contin- 
gency of all depression has no offset 
ting pools of cash or negotiable invest- 
ments drawn off in good times and held 
against the day when employment, earn- 
ings, dividends, and research are jeopard- 
ized by a general business downturn, Why 
does this condition exist ? Why is it that 
business men, generally speaking, are in 
favor of retaining extra funds for expan- 
sion, but fail to establish funds which will 
insure continuance at all times of a healthy 
level of operations 

To answer this question, and also to ex- 
plore the practical value of funded re- 
serves for depression and the obstacles 
which exist to prevent or discourage their 
are making a study of the 
subject at the Harvard Business School 
Through the case study method we wish 
to find out whether the creation of liquid 
reserves, above normal capital require- 
ments, and their use at appropriate times 
can help to stabilize a business 

This inquiry involves many questions, 


formation, w¢ 


for example 


1. Is it possible to estimate the li- 
quidity needs of a business that is faced 
with declining sales? 

2. Can standards be devised for such 


estimation which might be applicable 
generally throughout business? 


3. Are there incentives for business 
men to create liquid reserves for de- 
pression? If not, can they be provided? 

4. What problems of business policy 
are involved, regarding the firm’s cus- 
tomers, employes, suppliers and stock- 
holders? (Obviously, problems of sound 
financial management and of the com- 
pany’s public responsibilities are both 
involved.) 

5. What has business done in the 
past? What typical defenses and finan- 
cial measures have been taken by com- 
panies when threatened by depression? 

6. What specific advantages would 
accrue to a company from having liq- 
uid reserves for use in unprofitable 
years? 

7. What controls would be needed 
to insure successful working of the 
plan? 

8. When should such funds be cre- 
ated, and from what sources can they 
be derived? 

9. What accounting problems are en- 
tailed? 

10. What tax considerations must be 
overcome or taken into account when 
setting up funded reserves for depres- 
sion? 

11. Finally, assuming their general 
adoption, what would be the effect of 
such reserves upon the general econ- 
omy ? 


JOSEPH L. SNIDER, Professor of Business Economics at 
the Harvard Business School, has been a member of the 
School's faculty since 1925. Graduated from Amherst Col- 
lege, Dr. Snider received his Ph.D. degree in Economics 
from Harvard where he now teaches a second year course 
at the Business School called ‘Business Conditions.” Author 
of numerous publications, among them “Business Statistics,” 
“Excess Profits Tax Relief: The Cyclical Provisions,” and “The 
Guarantee of Work and Wages,” Professor Snider is pres- 
ently engaged in research on “Reserves for Depression.” 
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Research explores reserves for 
the worst contingency of all 


These and other questions provide the 
hard core of our study. It is our hope that 
readers of THE CONTROLLER will help us 
find the answers. In addition, we look to 
controllers for that injection of realism 
and practicality which we at the Harvard 
Business School prize so highly. Contact 
has already been made with a few com- 
mercial and industrial companies with a 
view toward “trying out” the tentative 
procedure described below. Railroads and 
utilities will also be included in the scope 
of the study—but not financial institutions, 
such as banks and life insurance com- 
panies, which have their peculiar liquidity 
problems. 


GETTING into the problem itself, it 
seems logical to, start with “What has 
business done in the past?” 

Probably the most important step, when 
depression threatened, was the reduction 
of costs. This includes lowering wage 
rates; reducing the number of employes; 
cutting overhead; deferring maintenance; 
paring inventories to bedrock level—even 
diminishing sales effort. 

There are three reasons why such meth- 
ods are less likely to be effective in the 
future than in the past. One of these has 
to do with wage rates, which are less flexi- 
ble than formerly, because of increased 
strength of trade unions and minimum 
wage legislation. Secondly, unions, gov- 
ernment, and public opinion all exert pres 
sure on business not to reduce the num- 
bers employed. In the third place, the in- 
crease in capital invested per worker has 
created a situation in which the layer of 
variable costs in business expense is thin- 
ner than it used to be. Some costs which 
used to be considered variable have be- 
come fixed. 

Without detracting from the impor- 
tance of close control of costs at all times, 
our study investigates the possibility that 
the extreme cost reductions which business 
may make during depressions tend to be 
self defeating in the long run. Not only 
is Cutting sales expense likely to reduce 
net income, but there is also the truism 
that one company’s expense is another 
company’s or individual’s income. When 
cost reduction results in reduced purchas- 
ing power, regarded from the aggregate 





point of view, the individual company’s 
sales may also be reduced. 

One of the main advantages of a stabili- 
zation fund is that it would enable man- 
agement to maintain its business at a 
healthy operating level despite a drop in 
income. In addition to this, our interviews 
to date have brought forth the following 
suggestions: 


1. The cost of maintaining the funded 
reserves in low-earning assets, instead of 
using them in the business, could be re- 
garded as the cost of insurance against re- 
financing, teorganizing, or going bank- 
rupt. 

2. If a company had such funds, it 
would be in a better position to borrow 
needed money during depression. 

3. By promising more stable employ- 
ment the existence of such funds might 
reduce the pressure for wage boosts in 
profitable years. Corollary benefits might 
include improved labor relations, the at- 
traction and retention of high calibre 
workers, and the continued flow of ‘new 
blood”’ for executive positions. 

4. During a period of declining sales 
the extra funds available could be used for 
promotional efforts, for cost-saving in- 
vestments, for capital improvement at low 
cost, or to absorb the expense of changing 
the company’s line of products. 

5. Unwise expansion in good times 
might be curbed, and over-optimism tem- 
pered, by the creation of stabilization 
funds. Their presence on the balance sheet 
and the policy decisions involved in their 
setting up might provide an element of 
caution. 

6. By contributing to stabilized em- 
sloyment the reserve for depression would 
Re a an investment in good public re- 
lations. 


RESEARCH SO FAR indicates that an im- 
portant tool in determining the size of the 
reserve required for a particular company 
is a sort of break-even chart constructed 
to show the cash break-even point. This 
acknowledges the fact that depreciation is 
not a cash drain and that a company which 
shows a loss less than its depreciation 
charge actually has a net inflow of cash. 

With the ordinary break-even chart it 
is difficult, almost impossible, to foretell 
how stringently a company may reduce 
its expenses in poor times. Fixed costs 
tend to become variable when a company 
has its back to the wall. Furthermore, a 
break-even chart constructed on the basis 
of expérience in high levels of business 
activity may not be a reliable guide when 
business is at a much lower level. Also, a 
break-even chart designed to show how 
drastically a business might cut its costs if 
compelled does not provide a very sound 
basis for financial planning where the 
purpose is to stabilize business. 

Therefore we propose a break-even 
chart which is not composed on the basis 


Your Comments Invited 


In this article THE CONTROLLER presents a condensed 
statement of a research project that has been undertaken bj 
Professor Joseph L. Snider of Harvard Business School. The 
project, which is in its early stages, raises, we think, some 
stimulating ideas in the fields of financial planning and busi- 


ness policy. 


As he indicates in the article, Professor Snider is conduct- 
ing his research largely on the basis of case studies. He hopes 
to learn from men in business the answer to such questions 
as: What are current practices with regard to financial plan- 
ning for business declines? Do some companies have long 
range financial policies that should be more widely adopted? 


Is the technique of financial planning described in the ar- 


ticle practical and useful? 


To further his research, Professor Snider would appreci- 
ate receiving comments from as many controllers or other 


company officers as possible. 


You can mail comments on 


the project, as described in this article, to THE CONTROLLER 
or direct to Professor Snider, Harvard Business School, Bos- 


ton 63, Mass. 


of historical calculations or estimates of 
what a company can do in the most ex- 
treme circumstances. Instead, it is con- 
structed to reveal what a company could 
do in reducing costs without seriously im- 
patring its health or its ability to operate 
as a going concern. This might be called 
a ‘policy break-even chart,” since most of 
the elements in it would be determined 
by policy decisions. 

For example, a company which ordinar 
ily budgets 12¢ on the sales dollar 
for selling expense might decide that un 
der no circumstances would it spend less 
than $50,000 a year on selling. This mini 
mum would allow the retention of key 
salespeople and the maintenance of cus 
tomer contacts: to spend less would se 
riously impair the long-term effectiveness 
of the sales department. Likewise, the 
budget might call for 3¢ of the sales 
dollar to go to research, but never less 
than a minimum of $20,000. 

Similar policy decisions would be made 
for maintenance, key personnel, divi- 
Add to these decisions cer 
tain facts—such as cost of materials, pres 
ence of fixed debt, etc.—and the com 
pany has all the information necessary to 
construct the constant and variable ele 
ments of its policy break-even chart 

A second chart would show the amount 
of liquidity that can be squeezed out of 
This 1s 


dends, etc 


working capital as sales decline 
the net increase in cash resulting from 
smaller receivables and smaller inventory 
minus the decrease in funds arising from 
a reduction of payables. This would prob 
ably be constructed on the basis of the 
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company’s historical relationships between 
sales, receivables, inventory, and payables. 

These two charts must be en 9 as to 
det:rmine the net change in cash. Since 
the break-even chart, like a profit and loss 
statement, gives a dynamic picture while 
the chart showing changes in working 
capital is static like a balance sheet, the 
two can be integrated only by applying 
a time unit to the cash flow shown on the 
break-even chart. 


FOR THE purpose of simplifying the ex- 
planation, assume the break-even chart 
shows that if business drop ved to 60% of 
today’s volume and stayed at that level 
year, a cash drain of $50,000 
would result. The second chart shows, 
however, that this cash drain is partly 
offset—because the shrinkage of receiv 
ables and inventory will exceed the de 
cline in payables by $30,000. This means 
that the company will need $20,000 in 
funds today if it expects next year’s busi 
ness to decline to 60% and desires to 
maintain the “healthy” expenditures as 
determined when the break-even chart 
was constructed 

The value of the calculation described 
above, which might be called a break-even 
analysis applied to funds rather than to 
profits, depends to a large extent on the 
quality of the policy decisions involved 
in it. It is subject to a margin of error 
that exists in virtually all business deci 
sions. Despite this, the analysis can be a 
helpful guide in making decisions about 


for one 


(Continued on Page 89) 


. .FEBRUARY 1950 





67 





How to Promote More Effective Supervision 
through Supervisors’ Incentive Plans 


Johu J. Plocar 


EVER BEFORE has top management 
been giving as serious attention to 
improving the effectiveness of its super- 
visory staff—and to improving the morale 
and status of its supervisors—as it is today. 
While the threat of unionization of 
their supervisors may have spurred some 
organizations to action, the drive to make 
them a real part of management is moti- 
vated primarily by the need to establish 
and maintain good labor relations and by 
the necessity of reducing operating costs. 
Management knows that supervisors are 
right on the firing line, that their actions 
can make or break the company. 

Throughout this article we have used 
the term “‘supervisor’” to denote any in- 
dividual who spends practically all of his 
time supervising, who is responsible for 
personnel, materials, and equipment in 
his department or division. This would 
include, in addition to the productive 
foremen, non-productive foremen, head 
of order department, head of billing de- 
partment, etc.—in fact, any head whose 
responsibilities entail control of a sufh- 
cient amount of expense to warrant meas- 
urement of his performance. 

Studies made in recent years by com- 
petent organizations and individuals in 
the field of supervisors’ problems defi- 
nitely show that the status of supervisors 
is very confused and requires clarification 
before they can perform their part eth- 


ciently as members of a coordinated man- 
agement team. 

Results of these studies clearly indicate 
that, with very few exceptions, supervisors 
are not performing as a part of manage- 
ment but are merely acting as production 
“traffic cops’ trying to carry out orders 
given by many people—which, in many 
cases, they do not have clear-cut authority 
to handle. Surveys also show that many 
do much routine productive work and that 
they are seldom consulted on policy mat- 
ters which have a bearing on the prob- 
lems in their departments. Many are con- 
cerned about their security and are fearful 
of making their ideas and grievances 
known to top management. Also, many of 
them claim that their prestige and income 
are not comparable with the responsibili- 
ties they are asked to assume. 

There is little doubt that the super- 
visor's job has been changing in character 
and content in the last 15 years, the 
supervisor's problems have been increas- 
ing in number and in complexity 

In the past, when companies were 
smaller and problems simpler, the super- 
visor in many organizations was his own 
mechanic, production clerk, time clerk, 
safety engineer, inspector, piece-rate 
setter, and employment manager In some 
cases he made contacts with 
vendors for the purchase of supplies he 
needed. He would hire, fire, discipline, 


outside 
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Technology. In 1929 he became employed in the manage- 
ment consultant field, serving various types of industry in 
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THE CONTROLLER 





68 


Described here is a proposal 
to excite their best efforts 


and promote employes of his department. 

Many organizations expanded consider- 
ably in recent years, changing the scope of 
activities of many supervisors, as well as 
making their contacts with top manage- 
ment more remote. Also, with the de- 
velopment of improved management 
techniques, business became more func- 
tionalized and special skills were intro- 
duced by the addition of staff services. 
Moreover, supervisors were expected by 
top management to play a leading role in 
maintaining good labor relations within 
their departments. 

Unfortunately management has done 
very little to orient the supervisor to his 
new status and requirements. It has neg- 
lected to inform him clearly just where 
he stands in relation to the new staff 
services, how best he can use them to step 
up the effectiveness of his department. 
Hence many supervisors are uninformed 
and confused. They permit staff men- 
personnel administration, method analy- 
sis, planning and scheduling, job evalua- 
tion, merit rating, etc—to push them 
more and more into the background to 
the extent that they lose considerable 
prestige in the eyes of their employes. 


THERE Is little doubt that skills required 
today to do an effective job of super- 
vision—such as sound technical ability, 
knowledge of human relations, knowledge 
of staff services rendered, and the ability 
of coordinating them etfectively- requites 
a different type, a higher type, than was 
required when supervisors’ jobs were sim- 
ple and called primarily for technical abil- 
ity. 

We do not believe that the average 
compensation plans now in effect will 
provide sufficient earnings to attract the 
type of person qualified to perform an ef- 
fective supervisory job under today's con- 
ditions. More modern plans will have to 
be evolved which will offer additional 
inducements to arouse and sustain the in- 
terest of a higher caliber supervisor. 

If a supervisor is to be a manager of 
his department in fact as well as in name, 
he will expect to be paid in some part on 
the basis of the results he obtains. A 
soundly conceived, installed, and admin- 





istered supervisory incentive plan is one 
way to attain this objective. 

A sound supervisors’ incentive plan 
must consider a balanced performance 
as a basis of reward; therefore any bonus 
paid must be predicated on a definite 
amount of cost reduction. That means 
the plan should incorporate all of the 
activities and expenses which are under 
the supervisor's jurisdiction and should 
exclude items which are beyond his con- 
trol, such as taxes, depreciation, insur- 
ance, etc. The factors in the plan should 
be definite and measurable. 

Before a company is prepared to con- 
sider the question of supervisors’ incen- 
tives it must be sure that its accounting 
is sound to the degree that it truly re- 
flects the exact amount of such items as 
indirect labor, scrap, ys Laem perishable 
tools, etc., which are chargeable to any 
supervisor to be measured. Also, it is 
hazardous to contemplate the installation 
of supervisors’ incentive plans if the ma- 
terial handling and work methods in any 
department are in obvious need of cor- 
rection and standardization. 


Objections 

While there are a number of successful 
installations of these incentive plans in 
the country which vouch for the power- 
ful stimulating influence to reduce costs 
that these plans engender in the minds of 
supervisors, there are only about 18% of 
all companies in the country using them. 

There are many executives who frown 
upon a bonus arrangement for supervisors. 
They feel that they should be paid good 
wages and not have to be “bribed” to do 
the job they are paid to do. Some of their 
objections to a bonus plan are: 


1. Quality would suffer. 

2. Base rate should be high enough 
and not be supplemented by bonus to 
reach correct level. 

3. Activities of the department would 
be given precedence over overall com- 
pany performance. 

4. Employes would be driven to in- 
crease output. 

5. Friction would develop between 
various staff divisions regarding equi- 
tability of standards. 

6. Expedient moves for immediate 
gain would be made rather than long- 
range planning. 

There is no question that a number of 
supervisors’ incentive plans have been 
tried and have failed. In nearly all cases 
they were unsuccessful because of one or 
more of the following reasons: 


1. Accounting procedures were inad- 
equate. 

2. Standards were carelessly established. 

3. Rewards were too meager. 

j4. Revisions in standards were 
made to meet changing conditions. 

5. Management was not aggressively 


behind the plan. 


not 


If the accounting procedures are not 
sufficiently precise to localize accurately 
expenses such as scrap, indirect labor, sup- 
plies, etc., arbitrary prorations must be 
made to arrive at the actual charges to be 
levied against each supervisor measured. 
Unless the amount of the charges can be 
satisfactorily explained to him, which is 
very difficult when arbitrary prorations 
are made, the supervisor will soon lose 
faith in the plan. 

Many companies predicated their stand- 
ards on a strictly variable basis. This re- 
sulted in too loose standards when volume 
was high, resulting in large bonus with 
little effort. Conversely, when volume was 
low, standards were too tight to permit 
any bonus regardless of a high degree of 
ethcient performance. A sound plan calls 
for the careful establishment of stand- 
ards on a flexible budget basis. 

A number of plans failed because the 





THE SUPERVISOR’S JOB 


One of the most important—if 
not the most important—factor in 
judging whether any worker is 
“worth his salt” is his ability to 
handle his job. 

The same can be said of any 
supervisor, declares “‘Foremen 
Facts,” special service publication 
for foremen, supervisors, and other 
department heads. 

A good supervisor, it continues, 
is one who can handle HIS job— 
and basically the worker is his job. 





reward was too small for performance ex 
pected. A number of plans observed 
showed a bonus earning range of 5% to 
15% of the supervisor's salary. It is our 
opinion that a sound plan, to encourage 
maximum attention and effort, should re- 
ward good performance at about 20%, 
from 50% to 60% for very exceptional 
performance. It is to be clearly under- 
stood that any payment of bonus must be 
tied definitely to a certain amount of cost 
reduction, as will be illustrated later. 

If incentive plans are to succeed, stand- 
ards must be revised when conditions are 
changed—-just as in the case of wage in- 
centives for productive operations, if the 
job content is changed, the standard must 
be revised. 

To succeed, these plans must have the 
solid backing of management. The estab- 
lished standards should represent the type 
of cost control job, as localized by factors, 
that management has a right to expect 
from each of its supervisors. If sub-stand- 
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ard performance prevails, management 
should endeavor to examine the causes for 
it and should assist the supervisors to 
correct it. Constant attention by manage- 
ment will keep the plan firmly sold to the 
supervisory staff. 


Ad vantages 

Sufficient evidence exists to indicate 
definitely that where supervisors’ incen- 
tive plans have been carefully conceived 
and installed they have proved to be an 
effective managerial tool in producing cost 
reductions as well as enhancing coopera- 
tion between departments. Some of the 
advantages accruing from successful su- 
pervisors’ incentive plans are: 

1. Through the various factors of an 
incentive plan management indicates to 
each supervisor what is expected of him 
in the way of handling the variables un- 
der his control. 

2. Supervisors are in a twilight zone, 
between employes and management. 
Very few would like to return to worker 
level, and since top management has 
only a few openings in top level ranks 
there is little for supervisors to look 
forward to. 

3. The new type of supervisor—one 
possessed of the needed skills—in our 
opinion will not be satisfied with re- 
ceiving merely 20% or 25% more than 
the highest paid employe in the depart- 
ment. Something more in the way of 
potential bonus earnings will be needed 
to stimulate his best thinking and ef- 
forts. 

4. The cost reduction possibilities 
through supervisors’ incentives are sub- 
stantial in the average plant. 

5. It is important to be in position 
to afford proof that supervisors are a 
part of management, should the ques- 
tion of unionization arise. 

6. Sufficient evidence is available to 
substantiate the value of soundly in- 
stalled plans. 


Proposed Plan 

The incentive plan described in this ar- 
ticle has proven through actual experience 
that it withstands most of the objections 
advanced by the opponents of supervi- 
sors’ incentive plans and that it does re- 
ward supervisors adequately enough to 
excite their best efforts. The average bonus 
earned by the supervisors has been about 
20% of their base salaries while the re- 
duction in cost has averaged about five 
times the amount paid to these super- 
visors. 

Any successful incentive plan must em- 
body the following 16 principles: 


1. The plan must be simple enough to 


(Continued on Page 82) 
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Should Corporate Directors Be Management 


Officials? 


Robert Oslorne Baker 


LARGE AMOUNT of controversy has 
A raged recently in business magazines, 
financial papers, and shareholders’ annual 
meetings concerning corporate manage- 
rial policies in certain areas. Particularly 
in annual meetings are many management 
policies being questioned more and more 
critically by shareholders. It might be 
added _ that criticisms are 
becoming more intelligent and more per- 
tinent. 

The general public has seen disputes 
between the board of directors (or cer- 
tain members) and management officials. 
However, the more common occurrence 
has found a considerable number of 
shareholders lined up against both board 
of directors and management ofhcials. 

Sharcholders’ complaints have covered 
a wide range of subjects. Both board of 
directors and management officials have 
been severely criticized for: 


shareholders 


1. Failure of directors and officers to own 
stock in the corporation. 
Niggardly dividend disbursements 
Alleged excessive officers’ salaries 
Bonus payments to officers 
Retirement pe nsion contracts for of- 
ficers 
Numerous other 


“tringe’’ issues. 


Some of the dissensions developed so 


much bitterness and involved so many in- 
dividuals that the disputes became a mat- 
ter of general interest for reporting on 
front pages of daily newspapers. 

Two recent examples involved Mont- 
gomery Ward and Company and the Fair- 
child Engine and Airplane Company 
In the Montgomery Ward affair the 
president and vice presidents resigned 
within a short period of time be- 
cause of differences with the board chair- 
man. Shareholders of the Fairchild En- 
gine and Airplane Company engaged in 
a running dispute over a period of several 
months with the board of directors and 
management officials regarding a retire- 
ment contract voted by the board for the 
chief executive officer. This latter dispute 
was resolved by the shareholders’ electing 
a new board of directors. 

Let us examine a basic cause of conten- 
tion between shareholders and manage- 
ment. 

The bedrock principle of our system of 
capitalism, free enterprise, and _ private 
property is that whoever owns property 
should control it. If I own a piece of 
property I can at the same time control it. 
Should I own a corner grocery store, for 
example, I can actively manage it and 
completely control the policies. This prin- 
ciple of identity of ownership and control 


R. O. BAKER, Associate Professor of Business Administra- 
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To which side should 
the controller belong? 


is carried out in the individual proprietor- 
ship and, to 2 considerable extent, in the 
partnership forms of business organiza- 
tion. In these two forms, normally, there 
is complete idcntity of interests between 
owners and managers: The owners are 
the managers. 

But in the usual corporate form of or- 
ganization this identity of ownership and 
management does not exist. Actual con- 
trol becomes s<parated from ownership." 
Theoretically, of course, the shareholders 
own the corporation—and because of the 
fact of ownership they are entitled to 
control it. Actually control can be exer- 
cised only indirectly and usually ineffec- 
tively by the ‘ordinary’ shareholder. 


Ir 1s manifestly impossible, as well as 
impractical, for the 800,000 sharcholders 
of A. T. & T., as an example, either in- 
dividually or collectively (acting as a 
group) to “run” and therefore to control 
the corporation. As a result, the corporate 
form of business organization provides 
for the shareholders (owners) to select or 
elect certain representatives (directors) 
to control the activities of the corporation 
and its officers and employes. In a very 
real sense these representatives (direc- 
tors) are trustees for the whole group of 
shareholder-owners. In turn, the board of 
directors selects the operating manage- 
ment officials of the business, such as 
president, vice presidents, treasurer, and 
so on. 

The board of directors, as representa- 
tives or trustees of the entire group of 
shareholders and supposedly acting in 
their interests, has many important func- 
tions. From the viewpoint of the ordinary 
shareholder, three of these are: (1) for- 
mulation of operating policies; (2) de- 


"Excluding closed or “little” ce 
four or five shareholders. After the 
individual shareholders 
for all practical purposes the number might a 
hundreds or thousands. On in 
few individuals “con 
stock, 


rporations of 
number of 
exceed ten or twelve 
well be in the 
those cases when one or 


ting majority of the 





ferminalion of operating management's 
compensation; (3) “checker-upper’ on 
operating management officials. 

Board members and management off- 
cials have frequently been criticized for 
failure to own stock in the company. Per- 
haps the ordinary or run-of-mine share- 
holder likes to know and perhaps it gives 
him great comfort to know that the in- 
dividuals responsible for directing and 
managing a company own a real financial 
stake in it.? 

Whether a director does or does not 
own stock in the corporation is immate- 
rial. For the ordinary shareholder what is 
important and material is: How well is 
the board of directors fulfilling its func- 
tions of guiding the corporation and 
checking on the actions, performance, and 
accomplishments of operating manage- 
ment? Rather than how much stock in the 
corporation board members or manage- 
ment officials own, the ordinary share- 
holder ought to be extremely interested 
in the manner and extent in which the 
board of directors direct (supervise) the 
operating managers of the business. 


Ir 1s clearly evident that when board 
members select themselves (or certain of 
their number) as operating managers, 
or when the higher hierarchy of operating 
officials get themselves elec ted to the board 
of directors, the ordinary shareholder has 
actually lost whatever small ownership 
control he ever had. Control of your own 
affairs when once lost, like in political 
government, is difficult to regain. Only in 
unusual circumstances are the run-of-mine 
shareholders ever able to regain actual 
control. 

Whenever the same group of individ 
uals constitutes both the board of directors 
and operating management, then operat- 
ing management is in the actual and prac 
tical position of being judge and jury in 
approving its own actions. The conse- 
quence is that managers soon begin to act 
the part of “unfettered bosses’ rather 
than servants of, and responsible ulti- 
mately to, the shareholder-owners. When 
the same individual is both a director and 
a management official, can this individual 
direct himself to do certain things as a 
management official and subsequently 
judge impartially his own acts, perform 
ance, and accomplishments ? 

Shareholders might well insist that the 
directing functions be performed by a 
group of individuals distinctly and clearly 
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rporation of 
which they are trustees ov 
representative 
would conduct 


ines tf they were not | onally 


themsetve Move ziong these 
hnanciany 
J 
a 


separated from the group exercising op- 
erating management functions. If such 
a separation policy were put into effect, 
there would be less squawks from share- 
holders about niggardly dividend disburse- 
ments, management bonus and pension 
grabs, high executive salaries. The inter- 
ests of ownership and control would more 
closely coincide. 

Is it ‘‘good business” for the same in- 
dividual to serve simultaneously in the 
dual capacity of master (director) and 
servant (manager ) ? 

In my opinion the answer is a distinct 
and emphatic NO! 

There should be no “interlocking” be- 
tween directors and managers. No op- 
erating management official should be al- 
lowed to function at the same time as a 
member of the board of directors. Let the 
directors direct and the managers operate. 
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In view of the thesis of separation be 
tween the board of directors and operat 
ing othcials presented above, the place 
or position of the controller becomes im 
portant and examined. In 
other words, 
fit into the set-up pictured here ? 

The It depends 
since there are at least two possible di 


needs to be 


where does the controller 


obvious answer 1s: 
ametrically answers It de 
pends,” in general terms, primarily upon 


the concept adopted regarding the pur 
and duties of the con 


opposed 


pose, functions, 
troller, which in turn raises the 
of the authority 


pe rson 


question 
source of his and the 
yr group to which he ts account 
able 


More 


be considered 


specifically, the controller may 
(1) as part of the operat 
ing management team responsible to the 
hief and therefore 


operating ¢xe ulive 


THE CONTROLLER 


ineligible for board membership or (2) 
as a “control” over operating management 
responsible to the board of directors and 
therefore eligible for membership on the 
board 

Before arriving at a decision and cast- 
ing our vote let us examine these two 
possibilities. 

First: The functions of the present day 
controller are performed largely for the 
purpose of assisting or facilitating operat- 
ing management officials’ day-to-day op- 
erating decisions. These facilitating func- 
tions are a “must” from the standpoint 
of operating officials. A removal of the 
controller from the operating manage- 
ment group could not and would not re- 
peal the necessity of the functions—some- 
one would still have to do a large portion 
of his job. In effect the title controller 
could be removed from the operating 
management group, but that would not 
eliminate the necessity of the work being 
done for them 

Second: With a clear separation be- 
tween members of the board of directors 
ind the operating management officials, 
it is readily apparent that the board as a 
r cannot personally perform _ its 
control functions over management. These 
functions of control must be delegated to 
individual. This individual 
might well be the controller. He would 
serve in such capacity as an extension 
the eyes and ears—of the board, distinctly 
separated from operating management of 
ficials as is the case in many governmental 
Under such conditions the job 
largely of a character corre 
sponding to an external auditor and, in 
a negative sort of way, his chief purpose 
would be as a ‘checker’ upon operating 


rou p 


some spec ink 


units 
would be 


management 

Under this arrangement the controller 
directly derives his authority from and is 
directly accountable to the board of di- 


rectors 


IF YOU want my opinion on the place of 
the controller, here it is. The controller 
should continue as a valuable member of 
the operating management team. This de 
ision is predicated on the basis that the 
results of the controller's day-by-day work 
is more valuable and important to operat 
ing management than to the board of 
As indicated previously, these 
must be performed—-whether 
done by someone with the title controlles 
you 

The board of directors always has avail 
able external auditors as a means of 
checking operating management 

With the retention of the controller in 
the operating management group, under 


directors 


functions 


or what have 


the present thesis, he could not at the 
same time serve on the board of directors 
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What Are the Motives behind the Data? 


Polling and questionnaires that miss the “why” and 
“how” behind the “what’’ in their findings were the target 
of pointed criticism recently at the American Marketing 
Association's winter meeting. 

Steuart Henderson Britt, Director of Personnel for the 
McCann-Erickson advertising agency, New York, declared 
that the great majority of market research questionnaires do 
not come reasonably close to determining motivations under- 
lying the statistical data recorded. One major reason for 
this, the speaker said, is because it is made too easy for the 
respondent merely to check answers, or to give ‘socially de- 
sirable’ responses. 

Mr. Britt, whose address was devoted generally to urging 
more investigation of psychological influences responsible 
for consumer buying habits, stressed that he was not attack- 
ing use of questionnaires. 

“They have an important place in almost every research 
program,” he said. “I simply want to caution against the 
wholesale acceptance of figures or statistics whenever the 
questions could not really produce accurate information. I 
have seen questions so badly designed that, no matter how 
many people are interviewed, the results are worthless. 

“As marketing people, some of us have been so damnably 
busy quantifying that we have forgotten about qualitative 
research. We have added up numbers of people, and of 
pantries, and of products, until we have amassed figures 
without any human side. Too many market researchers have 
mistakenly thought that mere counting of noses was a sub- 
stitute for thinking.” 

To that statement we add a fervent "Amen"! 


Too Much “Featherbedding” Aids 
Drift to Welfare State 


Too many business managements are unwittingly taking 
an active part in the drift toward the “welfare state,” says 
Donald K. David, Dean of the Harvard Graduate School of 
Business Administration, in the Harvard Business Review. 

“Featherbedding”’ of capital, avoidance of risk-taking, 
running to government cover when expedient, and restric- 
tive trade practices are among the danger signs which are 
mentioned in “The Danger of Drifting.’ Discussing first 
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the apparent popularity of the “welfare state,’ the author, 
who was formerly President of Royal Baking Powder Com- 
pany and of American Maize-Products Company, puts most 
of the blame on the desire for immediate economic security. 

“One of the difficulties of preventing society from drift- 
ing too far toward this welfare state, which must be faced 
by the advocates of a profit and loss or individual initiative 
economy,” he continues, is the apparent success with which 
the promises of security are met in the early stages of a wel- 
fare state. As it gets under way, the welfare state has at its 
disposition the material legacy of the system it is succeeding; 
and for a while, as that inheritance is being squandered, 
everything looks rosy to those who do not examine the book- 
keeping closely.” 

Turning to a basis for constructive action, Dean David 
distinguishes between a welfare state and a welfate society 
and argues for a system which recognizes the ‘‘idea that the 
birth rate of businesses is just as important to our society as 
the birth rate of babies.’’ The means to that end, he believes, 
“lie in the coordination of many goals of a welfare society 
with the operations of a profit and loss economy which has 
demonstrated its ability to create the multitude of vigorous 
centers of initiative and responsibility necessary to the 
foundation of real security. 

“It cannot be provided by any great panacea. It can grow 
out of the actions of individuals as they make day-to-day 
decisions about what may appear at the time to be little 
things. In this picture I see the business man as having an 
almost unprecedented opportunity to serve his fellow man. 
His opportunity is twofold: 

(1) Within his own business he can seek new ways and 
means of furnishing opportunities for men to find human 
satisfactions on the job. 

“(2) He can help society determine—in a continuing and 
purposeful program—the most effective ways of furnishing 
the maximum of human satisfactions and security.” 


Had Your Management Audit Lately? 

What is the difference between a management audit and 
an accounting audit? According to Arthur P. Wilson of 
Griffenhagen & Associates, New York, management audits 
look forward whereas accounting audits look backward. 

Discussing the subject before a recent meeting of the 
Springfield Control of the Controllers Institute, Mr. Wilson 
mentioned a series of results accomplished by management 
audits in various organizations including reduction of pro- 
duction time from 27 to 5 days in one organization, simpli- 
fication of management structure in another, elimination of 
unprofitable items in still another, change from partnership 
to corporate structure in still another, and several more of 
that nature. 

Mr. Wilson indicated that although management audits 
did not necessarily need to be as regular as accounting 
audits, they were indicated under certain conditions such as 
change in management, change in ownership, and refinanc- 
ing. A good policy for most organizations, he said, is to 
have a management audit at least every two years. 
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Houston Will Be Host for 
Southern Conference March 3-4 


Controllers from the southern area 
will shortly be headed for Houston 
where the third annual Southern Con- 
trollers Conference gets under way at 
the Shamrock Hotel, March 3 and 4, un- 
der the sponsorship of the Houston 
Control of the Controllers Institute of 
America. 

Themes of the conference’s technical 
sessions, to be held in the Castilian 
Room of the Hotel, are scheduled as 
follows: (1) “What Is Business In- 
come?”’; (2) “Internal Control Func- 
tions of the Controller’; (3) “Education 
and Training of Accountants,’ accord- 
ing to an announcement by Dr. Fladger 
F. Tannery, Assistant Comptroller of 
Humble Oil & Refining ¢ ompany, who 
is serving as Program Chairman for 
the event. 

Friday's session will be opened by 
J. R. Mulvey, Assistant Comptroller of 
Humble Oil & Refining Company, and 
a national vice president of the Insti- 
tute. An address of welcome will be 
made by the Honorable Oscar F. Hol 
combe, Mayor of the City of Houston, 
to which Lyman L. Dyer, Comptroller 


of the Lone Star Gas Company, a na- 
tional director of the Institute, will re- 
spond. 

Theme of the technical session on 
Friday morning, “What Is Business In- 
come ?”’, will be discussed by three mem- 
bers of a study group sponsored jointly 
by the American Institute of Account- 
ants and the Rockefeller Foundation 
to determine a definition of business in- 
come: Christian E. Jarchow, Vice Presi- 
dent and Comptroller of International 
Harvester Company, Chicago, past 
chairman of the Institute’s board of 
directors; T. Coleman Andrews, Part- 
ner of T. Coleman Andrews & Co., 
Richmond, Va., vice president of the 
American Institute of Accountants; and 
Arthur H. Dean, Partner of Sullivan 
and Cromwell, New York. Discussion 
leader will be Ralph W. Rager, Comp- 
troller of Oil Well Supply Co., and 
president of the Dallas Control. 

The afternoon session will be rounded 
off by Carl B. Myers, Treasurer of 
Tennessee Gas Transmission Company, 
who will discuss “Internal Control 
Functions of the Controller.’ A. E. EI- 
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liott, Treasurer of Louisiana Power & 
Light Co., and president of the New 
Orleans Control, will be discussion 
leader for this session. 

Saturday morning’s technical session, 
‘Education and Training of Account- 
ants,” will have J. W. Cason, Comptrol- 
ler of Interstate Oil Pipe Line Com- 
pany, president of the Tulsa Control, as 
presiding officer with Laurence H. 
Fleck, Comptroller and Dean of Busi- 
ness Administration, Southern Method- 
ist University, as moderator. Dr. Fleck 
is currently serving as chairman of the 
Institute’s national Education Commit- 
tee. Speakers at this session will be 
T. W. Leland, Professor of Accounting, 
A. & M. College of Texas; W. G. 
Wiegel, Lone Star Gas Company, Dal- 
las; and Dr. Dwayne Orton, Director of 
Education, International Business Ma- 
chines Corporation, New York. 

Between sessions on Friday a lunch- 
eon will be held featuring Dr. James 
Clay Dolley, Vice President of the 
University of Texas, as speaker. This 
event will be presided over by K. Y. 
Siddall, Comptroller of The Procter & 
Gamble Company, Cincinnati, present 
chairman of the board of directors of 
the Controllers Institute. 

A reception and banquet is scheduled 
for Friday night, at which Wm. Herbert 
Carr, Vice President and Treasurer of 
California Packing Corporation, San 
Francisco, and current president of the 
Controllers Institute of America, is ex- 
pecte d to act as toastmaster. Speaker for 
the evening is Boyce House, well known 
author and humorist. 

Saturday's luncheon, under the chair- 
manship of R. L. McVey, Controller 
of Tennessee Gas Transmission Com- 
pany, and president of the Houston 
Control, will have as speaker Walter 
Mitchell, Jr., Managing Director of 
the Controllers Institute. Following the 
luncheon a national board meeting will 
be held. 

A hospitality suite is to be set aside 
at the Hotel to serve as headquarters 
for the ladies accompanying their hus 
bands to the conference. It is planned 
to present each of the visiting ladies 
with a token in remembrance of the 
occasion, also to provide transporta 
tion for visits to stores and points of 
interest in the city. 


Business Aphorisms Published 


A pertinent compilation of business 
aphorisms is provided in “Brake Shoe 
Yardsticks,”” recently published pamphlet 
of the American Brake Shoe Company, 
New York 

The ‘‘yardsticks,” developed by Wil 
liam B. Given, Jr., President of the com- 
pany, emphasize the positive effects of the 
right kind of “human relations” among 
its employes upon the success of a busi 
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SF ses 


: Fesres 


Silty five diferent types of CUSHOSS s0. 


thousands of concerns...now using 


the magic of Recordak microfilming 


It’s a space saver... allows you to “de-bulk” 
your files 99%. Over 7,000 letter-size docu- 
ments, for example, can be recorded on a roll 
of film no larger than the palm of your hand, 


It’s fast... records at truly amazing speeds— 
60 or more documents per minute when you 
feed them into the Recordak Microfilmer by 
hand; up to 300 per minute when the Recordak 
Automatic Feeder is used. 

It’s accurate . . . photographically accurate 
and complete. Every detail of the original is 


* Recordak” is a trade-mark 


Universal acceptance . . . because Recordak 
microfilming steps up efficiency in account- 


ing and record-keeping! Just see! 


reproduced sharp and clear . . . can be read 
quickly and conveniently—enlarged in the 


Recordak Film Reader. 


It’s economical .. . imagine . . . 1,000 letter- 
size documents recorded on less than 60 cents’ 
worth of film! 


It’s something to look into . . . regardless of 
your type of business, regardless of its size! 
Write today for full details. Recordak Corpora- 
tion (Subsidiary of Eastman Kodak Company), 


350 Madison Ave., New York 17, N.Y. 


SRECORDRK 


(Subsidiary of Eastman Kodak Company) 


originator of modern microfilming—and its application to business systems 





Controller's Role in Labor Negotiations 
Being Studied by Controllership Foundation 


The first major project of the Control- 
lership Foundation for 1950 is well under 
way—a study of the controller's part in 
labor negotiations. It is being conducted 
jointly with the New York State School 
of Industrial and Labor Relations, at Cor- 
nell University, under the direction of 
Professor Earl Brooks. An advisory com- 
mittee of the Controllers Institute of 
America has defined the scope of the 
study and will review the report before it 
is published in the late spring. The find- 
ings will be made available to Institute 
members through the Foundation, which 
is financing the study. 

Based on intensive case history studies 
of between 20 and 30 companies, the re- 
port will pose the entire problem of the 
controller's role in negotiation with 
unions. It will explore instances in which 
well prepared managements were able to 
negotiate successfully and will contrast 
these to examples in which lack of specific 
facts and figures undermined the manage- 
ment’s case. 

As outlined by the committee at a meet- 
ing held at Foundation headquarters on 
January 11—in which Professor Brooks 
and one of his associates took part, along 
with members of the Foundation’s staff— 
the prime objective of the study will be to 
establish the types of information which 
the controller of a company should pass 


along to the negotiators at the bargaining 
table, i.e., what he furnishes now, what 
additional data the negotiators would like 
to have, and whether or not controllers 
are in a position to supply this. 

The material now being obtained from 
the companies interviewed—which repre- 
sent a cross-section of industry, being both 
large and small, and some dealing with 
more than one union—is expected to un- 
cover valuable information in regard to 
many aspects of the total bargaining prob- 
lem, including the controller's functions 
in connection with negotiations ; wage and 
salary administration; wage rates; “fringe 
benefits,” including insurance plans, va- 
cation leaves, and holiday programs, pen- 
sions and social security; seniority; profit- 
sharing; productivity; training and in- 
forming employes; hiring, transfers, pro- 
motions, and lay-offs; records, reports, etc. 

As contemplated by the committee, the 
material on this variety of points will un- 
dergo careful selection and scrutiny, and 
those which have the greatest practical 
value to the controller will be featured in 
the initial report. Subsequent reports em- 
bodying the remainder of the findings are 
contemplated, depending on their practi- 
cal importance and on authorization by 
the board of trustees of the Foundation. 

The following Institute members are 
serving on the Committee: C. M. Ahearn, 
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Assistant Controller of Colorado Fuel & 
Iron Corporation, New York; C. R. 
Fay, Controller of Pittsburgh Plate Glass 
Company, Pittsburgh; John H. MacDon- 
ald, Administrative Vice President of the 
National Broadcasting Company, New 
York; Edward E. Reardon, Comptroller 
of The Budd Company, Philadelphia; Al- 
bert H. Rumble, Vice President and Con- 
troller of Remington Rand, Inc., Stam- 
ford, Conn.; and Charles F. Schwartz, 
Secretary and Treasurer of the Mechanics 
Universal Joint Division of Borg-Warner 
Corporation, Rockford, Iil. 

With the exception of Mr. Schwartz, 
all were present at the meeting on January 
11, which was also attended by Walter 
Mitchell, Jr., Research Director of the 
Foundation and Managing Director of the 
Controllers Institute, by Professor T. F. 
Bradshaw, Assistant Research Director of 
the Foundation, as well as by Professors 
Brooks and Dean of the school. 

The New York State School of In- 
dustrial and Labor Relations at Cornell 
University was founded by the New York 
State Legislature in 1944 and has as its 
objectives “to improve industrial and 
labor conditions in the State through the 
provision of instruction, the conduct of 
research, and the dissemination of infor- 
mation in all aspects of industrial, labor 
and public relations affecting employers 
and employes.” 


Job Evaluation Study Continuing 

The second phase of the Foundation 
study entitled “Evaluating Managerial 
and Supervisory Jobs in the Controller's 
Department” is nearing completing. Booz, 
Allen & Hamilton, the management con- 
sultant firm, is being counseled by the 
same advisory committee of Institute 
members which worked with them in pre- 
paring Part I. This was published under 
the title of ‘Evaluating Managerial and 
Supervisory Jobs in the Controller's De- 
partment” in September 1949. The price 
to Institute members was $2.50; to all 
others, $5.00. Foundation contributors re- 
ceived it free. 

The committee assisting in this project 
is as follows: Lester W. Field, Vice Presi- 
dent and Controller of the Willcox & 
Gibbs Sewing Machine Company ; Dwight 
B. Billings, Controller of Pacific Mills; 
Howard L. Gibson, President of the 
Gibson Institute; Charles Hummel, 
Comptroller of the Bendix Aviation 
Corporation; E. B. Nutt, chairman of 
the Controllers Institute Committee on 
Employment and Placement; and Ar- 
thur Surkamp, Vice President of the 
U. S. Rubber Company, all of New 
York. 
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SELECT RECORD-KEEPING 
PAPERS AND CARDS 


Accountants, treasurers, controllers and book- 
keepers know that record-keeping can be 
done better at low cost on papers and cards 
made with new cotton fibers. The question 
is: Which records should be on paper or 
card of 100°% new cotton fibers, which on 
75%, which on 50%, and which on 25%? 
The booklet shown above includes a new 
table telling how much wear and how many 
years’ service can be expected of the various 
grades of ledger papers and index cards. It 
includes for making 
your record-keeping work, and the buying 
of the forms, more efficient and economical. 
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Tax Highlights of 1949 


(Continued from Page 64) 


pay was incurred in an earlier year.* 
However, a deduction for compensation 
is permitted for prior and current years’ 
services, provided no liability had been 
incurred therefor in earlier years, even 
though the sums paid were much larger 
than those in earlier years and by com- 
petitors.53 

The payments of very large business 
fees remain deductible despite the fact 
that they are large and are of unusual oc- 
currence. However, they are not de- 
ductible when the attained objective is 
achieved by direct or implied unlawful 
means, such as the use of fees to racket- 
eers to influence favorable labor con- 
tracts, because such payments are not 
“ordinary” and are contrary to public 
policy.4 

It is commonly believed that for cash 
basis taxpayers payment by check is 
tantamount to payment in cash and is 
therefore deductible in the year of pay- 
ment. The issue becomes complicated in 
the case of gifts or contributions because 
gifts cannot be consummated until the 
checks are cashed. The Tax Court has 
nevertheless held that gift checks are 
deductible in the year given irrespective 
of when they were presented for pay- 
ment because they were given without 
condition and were paid in full when 
presented.*® 

Taxpayers may engage in more than 
one business enterprise. And their un- 
profitable sidelines yield deductible 
losses provided they were engaged in 
with a profit motive, such as publish- 
ing®® or farming.*? 

Accrual basis taxpayers may deduct 
in 1949 an estimated amount for em- 
ploye vacations to be taken and paid 
for next year, if the qualifying factor 
is employment in 1949. The adjustment 
for the actual amount may be taken next 
year.88 However, such accrual can be 
made next year if it is customary for the 
taxpayer to do so and if a significant 
qualifying factor must occur next year, 
such as actual employment in 1950. 

It would seem that certain taxpayers 
with new labor union contracts might 
take two vacation pay deductions for 


1949—one for qualifying services in 
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1948 but paid for in 1949, another for 
estimated vacation payments in 1950 for 
qualifying services in 1949. 

Travel and living disbursements as de- 
ductible medical expenses are under fire. 
Maintenance costs at resort hotels in 
New Jersey and at ranches in Arizona,3® 
railroad fares to Florida and rentals in 
that state have been disallowed.4° How- 
ever, travel expenses to and maintenance 
costs in Arizona for a bronchially ill 
child, but not educational expenses for 
it, were allowed.*! 

Disability benefit payments are non- 
taxable insurance proceeds. Then again, 
accident insurance policy premiums may 
be deductible as medical expenses if 
they pay for hospitalization and medical 
care but not if they provide for disabil- 
ity benefit payments.*? 

An increase in federal tax usually re- 
sults in an increase in state tax. How- 
ever, if the federal tax deficiency is con- 
tested, the year in question does not 
sustain the state tax slicaaet as might 
be expected. Instead, if an additional 
state tax was also contested for that 
year, the state tax accrual is valid only 
when the contest is settled.4% Even if 
the state tax were only disputed, the 
federal contest would preclude a state 
tax deduction until the final settlement 
of the controversy.*# 

Amounts expended as tips ‘‘to obtain 
extra services such as were not rendered 
to ordinary customers of the ticket of- 
fices’* and that “merely gratified the de- 
sire of petitioner for unusual comfort 
Or convenience’ are not deductible. 
Salesmen’s luxury expenses are not de- 
ductible. This decision is of doubtful 
validity. However, taxi fares, telephone 
calls, and entertainment costs of busi- 
ness friends at home were considered 
proper deductions.*® 

The Treasury now acquiesces in Ben- 
son, 2 T.C. 12, which held that the ex- 
penditures by a state policeman for the 
purchasing, cleaning, and repairing of 
his uniforms are deductible. This now 
renders indisputable that similar ex- 
penditures for factory work clothes and 
uniforms are all deductible.4® 

Contributions of property to chari 
table, religious, and educational institu- 
tions are deductible at fair market value, 
their appreciation, if any, since acquisi- 
tion not reportable. The tax-saving on 
the increment in such beneficent trans- 
actions is being invaded. 

In I.T. 3932 the Treasury ruled that 
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EASTERN CONFERENCE PLANS GET UNDER WAY 


COMMITTEEMEN meet to discuss plans for the forthcoming Eastern Controllers 
Conference scheduled to be held April 21-22 at the Hotel Statler in Buffalo, N. Y., 
under the sponsorship of the Buffalo Control of the Controllers Institute of 
America. 

Photographed (left to right) are: William A. Boles of Bell Aircraft Corporation 
where the meeting was held; Raymond A. Laub, who is serving as Chairman of 
the Publicity Committee; John A. Read of Peter Cooper Corporation, Chairman 
of the Finance Committee; Oliver R. March of Niagara Sprayer and Chemical 
Division, Food Machinery Corporation, Vice Chairman of the Reception Com- 
mittee; August G. Haselbauver of Marine Trust Company, Vice Chairman of the 
Finance Committee; William L. Clark of the Buffalo Electric Co., General Chair- 
man; David F. Devine of Bell Aircraft Corporation, president of the Buffalo Con- 
trol, Program Chairman; William H. Watkins of Hewitt-Robins, Inc., Arrangements 
Chairman; Paul J. Kremer of Buffalo Slag Co., Registration Chairman; Edgar 
Swick of Worthington Pump & Machine Corp., Reception Chairman; Harold L. 
Gebike of Electro Refractories & Alloys Corp., Registration Vice Chairman. 

W. H. Winter, who was unable to be with the above group, is serving as 
Chairman of the Speakers Hospitality Committee. 
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the donor of farm property with a zero 
basis realizes taxable income to the ex- 
tent of its fair market value. Though 
this rule at the moment does not em- 
brace non-farm property, it would be 
advisable to make contemplated contri- 
butions at once. It would also be wise, 
though not for tax purposes particularly, 
to treat the transaction as an ordinary 
and necessary business expense to escape 
the liability of directors, officers, and 
the corporation for giving away rr 
erty which rightfully belongs to stock- 
holders as dividends.*7 

One of the technical changes made 
by one of the tax measures of the year 
1949—Public Law No. 378—affects 
taxpayers that have claimed credit for 
foreign taxes and have subsequently re- 
ceived a refund from a foreign country. 
The foreign tax refund is now taken 
into account in adjusting the foreign 
tax credit and forbids the allowance of 
this tax as a separate credit or deduc- 
tion for any other tax year. No interest 
is collectible on any additional U. S. 
tax resulting from this adjustment for 
any period prior to the receipt of the 
refund, except to the extent that interest 
was received from the foreign country. 
This amended Section 131(c) LR.C. 
applies to all years beginning in 1939 
and constitutes grounds for refunds up 
to the later of the two dates—October 
25, 1950 and the termination of the 
usual period of limitations. 

Penalties are ordinarily not deducti- 
ble because they minimize the punish- 
ment, and such tax treatment would be 
contrary to public policy. But penalties 
are not always in essence penalties. In 
the Rossman Corporation case the tax- 
payer unintentionally violated O.P.A. 
price regulations. When it discovered 
its error, for convenience sake it made 
restitution of the excessive amounts to 
the Treasury and not to the customers. 
The Treasury and the Tax Court re- 
fused to permit it to take commensurate 
deductions. The Second Circuit Court 
overruled them on the theory that the 
restitutions were not truly penalties and, 
even if they were, they were not con- 
trary to but in furtherance of good 
public policy.4§ 


“J. H. Landman, “Low Cost of Charity’, in 
“New York Certified Public Accountant,” Octo- 
ber 1947, pp. 683-687, reprinted in “Taxes,” 
February 1948, pp. 151-154. 

“ Jerry Rossman Corp., C.C.A.-2 
1949, reversing 10 T.C. 468. 
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Supervisors’ Plans 


(Continued from Page 69) 


be understood by the supervisors and 
permit them to verify the calculations. 
Each supervisor must be supplied with a 
budget showing normal exp<nditures at 
various rates of activity. 

2. The budgets should be related to 
productivity as measured in standard or 
earned direct labor hours. 

3, The plan must include all factors 
over which supervisors excrcise control, 
such as direct labor productivity, indirect 
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labor, perishable tools, scrap, spoilage, etc. 
Items beyond their control should be ex- 
cluded. 

4. Factors not practical of definite 
evaluation should be excluded, such as 
housekeeping, safety, etc. 

5. Reports should be rendered and 
bonuses paid each month or accounting 
period within two weeks after the end 
of the period. 

6. Factors which tend to be erratic 
should be evaluated on a three to six 
months’ moving average basis. Supplies 
which are charged to expense as_pur- 
chased rather than as used is one such 
item. 

7. The plan should incorporate a fac- 
tor of plant-wide effectiveness to pro- 
mote cooperation between departments. 

8. Management should meet with each 
supervisor to analyze the performance of 
the previous period and to suggest cor- 
rective measures where indicated. 

9. The plan should not penalize super- 
visors who have been efficient in the past 
and who have less potential for improve- 
ment than less efficient supervisors. 

10. The rate of reward for each factor 
should vary, contingent upon the poten- 
tial savings and difficulty of reducing the 
expense. Some factors are easier to re- 
duce than others. 

11. Prior to the introduction of the 
plan supervisors’ base rates should be 
made equitable by job evaluation. 

12. The plan must be conceived to 
avoid driving of workers beyond a rea- 
sonable norm. 

13. Prior to the 
plan internal conditions must be stabi- 


introduction of the 


lized to a reasonable degree and accurate 
accounting procedures introduced. 

14. The standards should be reviewed 
and corrected at least once a year, but 
revisions must not be so severe as to re- 
move incentive. 

15. Bonus earned should be paid by a 
separate check from regular pay. Failure 
to make a bonus in one month should not 
be carried forward into the next period 

16. A good job should produce a re- 
ward of about 20% of the base salary, 
but no top limit should be set 
Installation 

In the installation of a sound incentive 
plan there are four major steps involved 


Mf fac Lia 


a standard for each 


l Selection 

2. Establishment of 
fact 

3. Establishment of a reward 
and penalty for actual 
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The first step in the formulation of an 
incentive plan is the selection of factors 
which will achieve the results desired. Ob 
viously the factors selected will depend 
upon the conditions existing in each com 
pany and industry. However, many of the 


successful plans usually include most of 
the following factors: 


1. Control of sub-standard direct la- 
bor. 

2. Relation of direct labor hours on 
incentive to total direct labor hours. 

3. Utilization of direct materials. 

i. Control of indirect labor. 

5. Control of supplies. 

6. Control of perishable and small 
tools. 

7. Control of scrap and re-work. 

8. Control of repairs to machinery and 
equipment. 

9. Control of process gas, power, heat. 

10. Volume of work sw a in de- 
partment. 

11. Volume of work produced in en- 


tire plant. 


In our approach to the design of super- 
visors’ incentive plans we have not con- 
sidered such factors as housekeeping, 
safety, labor turnover, and fulfillment of 
schedules. While these factors are very 
important and should not be overlooked 
each month, our experience has been that 
in most organizations these factors are not 
readily measurable, nor are they under 
the direct control of the supervisors. 

While many supervisors’ incentive 
plans place considerable weight and em- 
phasis on the increase of operating efh 
ciency of the direct labor workers, it will 
be noted above that in Factor 1 the super- 
visor is measured on his ability to elim- 
inate sub-standard labor, performance, or 
make-up pay. This factor is considered in 
this manner to obviate any charges by the 
unions that management is paying a 
bonus to its supervisors to “‘drive’’ their 
workers. 

Special attention is also called to Fac- 
tors 10 and 11. In this plan in which 
standards are set carefully over the whole 
range of activity, as the volume of work 
increases in the department—as measured 
by standard or earned direct labor hours 
and not by actual direct labor hours—the 
supervisor's incentive also increases. 

To facilitate cooperation between de- 
partments a substantial credit is given to 
the supervisors if the total standard or 
earned direct labor hours of the whole 
company 1s increased. There is no ques 
tion that the activities in any one depart 
ment can have a bearing on the problems 
in succeeding departments which must 
handle the same material. Therefore the 
value of this factor is to encourage the 
supervisor to guide the work in his de 
partment so as not to create additional 
problems but rather to facilitate the op 
erations in the succeeding departments. 

Perhaps the most difficult phase of the 
installation of supervisors’ incentives is 
the establishment of standards for each 
factor. This involves not only a careful 
analysis of past records but also an exam 
ination of the general methods now em 
ployed in the department. 
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A standard is prepared for each factor 
for all volumes of productive activity. It 
is recognized in establishing these figures 
that some expenses do not change in di- 
rect proportion to productive activity. For 
instance, when considering indirect labor, 
a drop of 50% of productive activity 
might only mean a drop of 25% in this 
expense. For this group of factors, which 
we call semi-variable expenses, a graphic 
normal is prepared for each factor. This 
pattern of these graphic normals differs 
with each expense. 

There is another group of expenses 
known as variable, which should fluctuate 
in direct proportion to the productive ac- 
tivity. For example, if the productive 
volume drops 50% the expenses of this 
group should also drop 50%. 

Just as in the case of a time study for 
the purpose of determining a standard for 


Dept No. 142 Turret Lathe ane 
Element—Indirect Labor Vs. E.D.1 
Base Period— Month 


Hrs 


EXPENDITURES BELOW BUDGET 


Expense 


Performance Reduction 
100 0 
50 
100 
150 
200 


250 


6 1o 12 14 
EARNED DIRECT LABOR HOURS (THOUSANDS) 


16 


a direct labor operation, so in the case of 
setting a normal for each factor the actual 
experience must be speed-rated or levelled. 
This is perhaps one of the most important 
steps in the whole incentive program 


An engineering study must be made 


both from consistency of results as well as 
from personal observations—-to arrive at 
the level of effectiveness of each factor 
No blanket reduction of the actual ex 
penses of each factor to arrive at the 
standard can be made if the plan is to 
operate equitably among all of the super 
visors of the company. It is obvious that 
if a uniform reduction were used it would 
tend to put a premium on previous poor 
performance and would penalize the su 
pervisors who applied themselves dili 
gently and effectively. 

It is apparent to those familiar with the 
application of wage incentives for direct 
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EXPENSE CONTROL WORK SHEET 


REWARD OR PENALTY 


Dollars 


$.18 
S396 
12.54 
16.72 
0.90 
Ss ON 
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labor that the production on a day-work 
basis is only approxmately 75% of stand- 
ard. Likewise, in the case of supervisors’ 
incentives the day-work effectiveness in 
controlling «xpenses is also less than 
standard—usually about 859%. Hence, in 
the operation of this plan, an actual re- 
duction in expenses ts effected (actual 
less standard expenses) before any bonus 
is paid. This amount of saving has, in 
many cases, bcen greater than the entire 
cost of the installation of the plan. 

For ease of administration a table is 
prepared showing the various standards 
for various increments of volume (usually 
expressed in direct labor hours) for all 
factors. Each supervisor is given a copy of 
the tables which apply to his plan. 

Exhibit I illustratcs the actual indirect 
labor cost (which existed at the time the 
plan was introduced) in the Turret Lathe 
Department, as well as the standards that 
were developed. It will be noted that at 
normal activity (10,000 Earned Direct 
Labor Hours per month) standard is $146 
less than the previous actual cost. In other 
words, before receiving any credit for this 
factor the supervisor would have to reduce 
the old actual cost more than $146 

One of the chief advantages of the 
plan we are herein describing is that any 
payments in the form of bonus must be 
directly related to a definite amount of 
cost reduction. 

The weighting of each factor—that is, 
the amount of savings per dollar credit 
to the supervisor—is a very important 
move and must be carefully worked out. 
Principally, three elements enter into the 
selection of weighting, namely 


1. Amount of money involved 

». Difficulty mn redu ng the expense 

3. Whether the supervisor has comple te 

dual control over the factor 

The range of savings to rewards is 
very wide, from 2 to 1 to 25 to 1. A table 
is developed to show the credit or penalty 


Ss 940 
10000 


Normal Budget 
Norma! Direct Labor Hrs 


RES ABOVE BUDGET 

Eexpens Ratio 
Increase 
To Penalty 


ictua Increase 


940 0 
990 50 12~1 
1040 100 
1090 150 
1140 10) 
1190 50 
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DEPARTMENT 142-ACTIVITY 
EARNED DIRECT LABOR HOURS 
FACTOR | 
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EARNED DIRECT LABOR HOURS (THOUSANDS) 


(expressed as percentages of the super- 
visor's base salary) for all degrees of per- 
formance for all factors. This table will 
show, for instance, that if the standard 
of one factor is reduced 5% the super- 
visor will be credited with 2% of his sai 
salary for the performance on this factor. 
However, in another factor if actual ex- 
pense is 5% in excess of the standard the 
supervisor would receive a penalty of 3% 
of his base salary for his performance on 
this factor 

Exhibit II, Expense Control Work 
Sheet, illustrates the development of a 
reward and penalty chart for the factor of 
indirect labor in Department No. 142. 
The combined salaries of the day and 


night foremen were $418 per month; 
hence 1% of the total salaries was $4.18. 
The ratio of 12 to 1 was adopted for 
this factor, which means that the super- 
visors would have to reduce the indirect 
labor expenses $4.18 x 12 $50.16 for 
each to receive 1% of their basic salaries. 
In Exhibit II $50 was used instead of 
$50.16 for simplicity of calculation and 
illustration. The exhibit shows that to re- 
ceive this 1% of basic salaries the indirect 
labor expense at 10,000 E.D.L. Hours 
would have to be reduced from $940 to 
$890, or to 95% of $940.* 


* Amounts and names on all exhibits have 


been purposely altered 
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Exhibit III illustrates the development 
of the rewards for the department ac- 
tivity factor. At normal volume (10,000 
E.D.L. Hours) it is 5% of the super- 
visor’s monthly base salary. 

After the close of each four-week or 
calendar period the Accounting Depart- 
ment prepares for the management the 
actual as well as the standard figure for 
each factor for all plans. Dividing the 
actual by the standard amount gives the 
index of control effectiveness. Normal 
effectiveness is 100%; under 100% is 
better than normal; over 100% is sub- 
standard. 

Performance under 100% is indicated 
as a bonus credit, which is expressed as a 
percentage of the supervisor's basic salary 
for the month. Performance over 100% 
is shown as a bonus demerit or penalty, 
and is also expressed as a percentage of 
the supervisor's basic monthly salary. 

If the sum of the credits exceeds the 
sum of the penalties, a bonus will have 
been earned equal to the net amount mul- 
tiplied by the supervisor's basic monthly 
salary. If, however, the sum of the penal- 
ties exceeds the sum of the credits, the per- 
formance is sub-normal. The base salary 
of the supervisor is guaranteed and there- 
fore no deduction is made from his salary 
for sub-standard performance. The pen- 
alty, if any, is not cumulative and is 
written off at the end of the period. 

It is to be noted that substantial credit 
is given large increases in volume, ex- 
pressed in productive hours. As activity 
increases the reward also increases for 
this factor. There are two factors in this 
plan which reward the supervisor for ac- 
tivity: one for department activity and 
one for plant-wide activity. 

The purpose of the department activity 
is to give recognition to the fact that the 
supervisor's job increases in difficulty as 
the volume in his department increases. 
The purpose of the plant-wide activity 
is to encourage the supervisor to cooperate 
with the other departments in increasing 
the total output of the company. 

Full data is given each supervisor so 
that he can figure his bonus each period 


He is given: 


1. Table of standards for each factor. 
2. Table of rewards and penalties for 


each factor. 


Each supervisor is given a copy of his 
period performance record showing how 
much he made or lost on each factor. A 
representative of management 
with each supervisor (in the presence of 
the supervisor's superior) his report and 
answers any questions raised 

Exhibit IV, Supervisors’ Expense Con- 
trol Data Sheet, shows the standard for 
all levels of activity for the factor of in- 
direct labor in Turret Lathe, Department 
No. 142. It also indicates the rewards or 
penalties for various percentages of per- 


disc usses 





EXHIBIT V 


SUPERVISORS’ PERFORMANCE REPORT 


Dept. No. 142—Turret Lathe 


W. Lof gren—Day Foreman 
H. Morrison—Night Foreman 


Description 


Activity—Department—(E.D.L.Hrs. 
Activity—Plantwide—(E.D.L.Hrs. 


Direct Labor Variance 
Material Usage Var. 
Supervisory & Clerical 
Indirect Labor 
Repairs & Maintenance 
Supplies 


Scrap & Spoilage 


TOTALS 


Net 


formance. For instance, .95 or 95% per- 
formance calls for 1% reward. 

Exhibit V, Supervisors’ Performance Re- 
port, illustrates the performance for the 
supervisors of Department No. 142 for 
the month ending July 31, 1949. It will 
be noted that each earned 19.5% of his 
monthly salary. The total bonus was 
$418 x 19.5% $81.51. It will also be 
noted that the company’s saving was $822 
for the month, of which $580 was the 
initial saving that resulted from the dif- 
ference between the previous actual ex- 


Ending July 31, 1949 


DOLLARS 
Perform 


Budget 


12,650 10,000 126 
63,180 57,500 12 


Actual 


378 420 
485 510 
1,095 ,190 
1,031 086 
1,056 960 
S89 010 


4,934 


established standard for each factor is 
predicated upon a definite set of condi- 
tions existing in the department at the 
time the normals are created. Once a 
year every standard should be carefully 
reviewed to determine whether any 
changes have occurred during the year to 
warrant a revision. It would be unusual 


Base Pay Bonus 


$230 
$180 
Porat $418 


COMPANY'S 


Penalty Saving Loss 


96 
121 


580 <wmnmeme 


Initia 
Saving 
918 96 

822 


indeed if there were not a change in any 
of the following: base rates, purchase 
price of materials and supplies, additions 
of products of different precision require- 

ments, addition of new equipment, etc. 
It is imperative therefore that all known 
details of each factor should be clearly 
(Continued on Page 87) 





pense (before the installation of the plan) 
and the standards. The difference between 
$822 and $580, or $242, represents the 
amount saved below the standards. 

The right-hand portion of this report 
showing the company’s saving or loss is 
cut off before it is given to the super- 
visors. 


Management Support 

It cannot be too strongly urged that 
top management give the whole incentive 
program its complete support. 

A representative of top management 
should be appointed to administer the 
plan—usually the controller. Success of 
the program, in a large measure, will de- 
cael upon the leadership of the admin- 
istrator. In the review of the performance 
of each supervisor he can have an oppor- 
tunity of inspiring interest as well as 
binding each supervisor a little closer to 
management. 

A written report to top management 
should be prepared by the administrator, 
explaining any substantial sub-standard 
performances. A knowledge of the fact 
that top management is receiving a report 
of the supervisors’ activities usually has 
a salutary effect upon the supervisors. 
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Seeking expert, impartial advice on their over-all Insurance 
Program, or on special problems, are directed to our Survey, 
Audit and Advisory Division now occupying the 8th floor at 55 
William Street. Our staff of insurance analysts and technicians 
furnish the following types of service on a fee basis: 


© Industrial and Commercial Insurance Programs audited for 
adequacy of coverages and correctness of costs. 


© Tests and recommendations as to the best type of Retrospec- 
tive Rating plan for a particular business 


@ Analyses of existing or pr ed Self-Insurance plans for 


Particular loss ¢ xposures 


serviced Include f all 


] P 

e Em ploye e Benefit pi ins et up ’ 
} 

insuved or self-insured 


forms of Group Insurance as well a 
Pension Plans 
© Advice on or supervision of Mutual or State Fund insurance, 


} } } ted R » 
or on policies placed through designated Brokers or Agents. 


Arrangements may be made for a preliminary discussion of your 


use of any of these services—of course without obligation 


HERBERT L. JAMISON & CO. 


Insurance Survey, Audit and 
55 WILLIAM STREET, NEW YORK 5 


Advisory Service 





It must be clearly recognized that the 








EFFECTS OF TAXATION-INVEN- 
TORY ACCOUNTING AND POL- 
ICIES. By J. Keith Butters, assisted 
by Powell Niland. The Riverside Press, 
Cambridge, Mass. $3.75. 


Reviewed by EDWARD C. HUNT, Secretary 
and Controller, West Point Manufacturing 
Company, Boston, Mass. 


Although taxes are the principal 
theme of the book, it does, however, 
delve into economic theories and the 
reporting of profits. The author is an 
associate professor of the Harvard 
School of Business Administration; the 
assistant, an instructor at the school. 
The book is exceptionally easy to read 
for one on such a technical subject and 
is broken down into chapters developed 
into an easy which can be 
read in a reasonably short time with 
much benefit derived by anyone inter- 
ested in inventory problems. 

By utilizing published information 
by individual companies, the Treasury 
Department, and the Department of 
Commerce, the author analyses the size 
of inventory profits and losses in de 
tail. The conclusion shown is that fre- 
quently such profits run into several 
billions of dollars in a single year. 

He then explores what business is do 
ing about inventory profits. The adop- 
tion of Lifo for inventory and tax pur 
poses is one of the methods used to re 
duce the peaks and valleys in business 
profits since its use was authorized in 
1938 and 1939 for income taxes. Facts 
were not available to determine the ex- 
act extent to which Lifo is being used, 
but from the information avail- 
able the author concluded that approxi- 
mately 15% of all manufacturing in- 
ventories were on Lifo by the end of 
It is stated that other than manu 
retail only 
end of 


sequence 


meaget 


1947 
stores were the 
Lifo at the 


facturing 
extensive 
1947 
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reasons why 
not shifted to Lifo 


nts, trade represent- 


users of 


the 
business concerns have or 


exploration to ascertain 


have many business 


execulives, count 
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atives, and governmental departments 
were interviewed. 

Taxes seemed to be the primary rea- 
son for shifting to Lifo as it was learned 
that many companies made phenomenal 
tax savings by its adoption. Some of 
these tax savings, the author believed, 
will be offset, in part, in the future be- 
cause of the decline in prices and in 
some cases by the liquidation of inven- 
tory quantities, It is stated that business 
management hastened to point out.that 
tax considerations were not the only 
factors causing the change to Lifo. It 
was concluded, however, that inertia 
and the complexities visualized were 
reasons why many managements did not 
adopt Lifo and, likewise, some busi- 
nesses did not adopt it because they 
wanted profits available for dividends 
which might not have been advisable had 
a shift to Lifo been made. 

The book states that from a broad so- 
cial viewpoint one of the important con- 
siderations is that the reduction of 
profits and losses in inv entory promotes 
a greater degree of stability in the na- 
tional economy. The problem of paying 
taxes on inventory profits resulting in 
a tighter cash position is explored along 
with the improved cash position when 
prices are declining. Inventory policies, 
working capital requirements, as well 
as dividend and wage policies, are sur- 
veyed from a psychological viewpoint. 
In general, the author concludes that 
peaks and valleys in profits and losses 
resulting from inventory valuations 
should be reduced to the minimum so 
far as economic effects are concerned. 

The second half of the book delves 
into the inventory methods customarily 
tax, and national 
purposes and explores the 
lower of market, Lifo, inven- 
tory reserve, and base-stock principles 
Lifo is the method involving the most 
unknown and complex tax requirements 
and is covered in much greater detail 
as a matter of fact, it probably is the 
best coverage in one volume available 
The 
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plication of Lifo from the Treasury De- 
partment’s point of view. 

Pooling, the grouping of goods and 
the involuntary liquidation of inventory 
during the war period, is reviewed with 
an explanation of the point of view of 
the Department stated, so far as some 
taxpayers were concerned. The com- 
plications arising in the reporting to 
stockholders by corporations adopting 
Lifo is surveyed with copious illustra- 
tions from corporate reports. 

The material is very well presented 
and adverse criticism would be hard to 
make. In general, it could be said that 
anyone responsible for the valuation of 
an inventory or the preparation of a 
tax return in which a substantial in- 
ventory figure is included could gain 
much from reading this book. 


SETTING TO THE FEDERAL GOV- 
ERNMENT. The Bureau of National 
Affairs, Washington, D. C. $5.00. 
This comprehensive guidebook, de- 

veloped by the editorial staff of the 

Bureau of National Affairs, explains 

the methods and procedures followed 

by the Federal Government in satisfy- 
ing the procurement requirements of 
its civilian and military establishments. 

It includes text and section-by-section 

analysis of standard government con- 

tracts, statistics, and regulations, as well 

as a variety of practical tips and a 

helpful index. 

Divided into five parts, the publica- 
tion provides information about the 
Federal Purchasing Structure, the Bu- 
reau of Federal Supply, BFS Contract 
Conditions, Selling to the Armed Serv- 
ices, and Other U. S. Buying Activities. 

Three appendices include the Federal 
Property Administrative Services Act 
of 1949, the Armed Services Procure- 
ment Act, and the Armed Services Pro- 
curement Regulation. 


OTHER BOOK ENTRIES 


INCOME TAX ADMINISTRATION. 
By Alfred G. Buehler, Norris Darrell, 
Luther Gulick, et al. Tax Institute, 
Inc., New York. $6.00. 


PROCESSES OF ORGANIZATION 
AND MANAGEMENT. By Catheryn 
Seckler-Hudson. Public Affairs Press, 
Washington, D. C. $3.75. 


NOW THE FISCAL CRISIS. By Sen- 
ator Harry F. Byrd. National Indus- 
trial Conference Board, Inc., New York. 


$.25 

BUSINESS LAW. By Thomas Conyng- 
ton and Louis O. Bergh. The Ronald 
Press Company, New York. $5.00. 

BUSINESS OPERATIONAL RE- 
SEARCH AND REPORTS. By John 
G. Glover. American Book Company, 
Neu York. $4.00. 





Supervisors’ Plans 


(Continued from Page 85) 


committsd to writing so that at the time 
of review there is no question as to 
whether any change in standard is neces- 
sary. The administrator should be assisted 
by the superintendent, a represcntative 
chosen by the supervisors, and the super- 
visor whose plan is to be reviewed. 


Summarization 

It is our opinion that supervisors’ in- 
centive plans are a lucrative source of cost 
reduction which have been overlooked by 
many companies. A survey made a few 
years ago showed that about 18% of the 
companies in the country used a super- 
visois’ inccntive plan. 

We do not believe that any organization 
is ready for the adoption of these super- 
visors’ incentive plans if they do not have 
some of the basic controls, such as sound 
timekeeping and payroll procedures, scrap 
control, and an accurate b npsoneonet dis- 
tribution of expenses. While the presence 
of these controls is not absolutely prereq- 
uisite in each case, we would strongly 
suggest going slow where they are not 
present. 

Where these plans have operated suc- 
cessfully the average bonus earned by the 
supervisors has been about 20% of their 
base salaries while the reductions in cost 
have averaged about five times the amount 
paid to the supervisors. 

A capable supervisor, to meet today’s 
requirements, must be of a higher type 
than was formerly the case 15 years ago 
To excite and sustain the interest of these 
men will necessitate a program which af 
fords him just compensation for his con 
tribution in improved effectiveness. There 
fore no top limit should be placed on his 
bonus earnings. If the average bonus earn- 
ings are to be 20%, outstanding perform. 
ance should merit 50% to 60% additional 
earnings. 

In addition to providing an opportunity 
to earn a bonus large enough to attract a 
higher type of supervisor, these incentive 
plans enable management to spell out to 
each of its supervisors just what is ex- 
pected of him in the matter of cost con- 
trol. By so doing, each supervisor is able, 
with management's assistance, to analyze 
and improve his performance through 
excelling the standard for each factor 
which measures the effectiveness of his 
work. 

Constant ettention by management to 
maintain the enthusiasm of the supervis- 
ors, as well as to keep the plan up to date, 
will pay attractive dividends in unleashing 
a tremendous amount of latent ability to 
reduce operating costs which are so im- 
portant in today’s competition. 
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Are you interested in the COST of your figure-work? 
Using the NEW ualtra-matic FRIDEN in your office 
... you'll save time, money and operator effort. New 
PROFITS will result from these savings. Just call your 
local Friden office... ask for a free demonstration on your 


own work... then analyze your present methods and 
COMPARE the COSTS. So be thrifty in’50... let the 
improved fully automatic FRIDEN cut your figure-work 
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Condensed Statement of Condition, December 31, 1949 


RESOURCES 


Cash on Hand, in Federal Reserve Bank, and 


Due from Banks and Bankers . 
U. S. Government Obligations 
Loans and Bills Purchased 
Public Securities . rn 
Stock of Federal Reserve Bank F 
Other Securities and Obligations. 
Credits Granted on Acceptances . 
Accrued Interest and Accounts 

ee ae oe ae eee 
Real Estate Bonds and Mortgages = 


Bank Premises . . .« ‘ 
Other Real Estate . . . . 
Total Resources 


- «+ « « «+ $ 586,973,444.91 
- « + 1,088,072,399.73 

Ree ee ee 954,967,571.12 

54,846,500.43 

9,000,000.00 

7,410,534.00 

9,613,956.14 


9,180,989.25 
5,385,197.89 
95,437,177.71 
5,083,067.78 
41,302.86 
$2,730,574,964.11 


LIABILITIES 


Capital aT ee ee 
Surplus Fund... 
Undivided Profits . . 
Total Capital Funds 
Deposits . . 
Treasurer’s Checks ticineidiee - 
Total Deposits 


Acceptances . -$ 


Less: Own Acseptenens Held ‘fen 
Investment. pe 


$ 
Dividend Payable January 3, 1950: 
Regular . . $3,000,000.00 
Bs 2,000,000.00 
Items in Transit with Foreign 
Branches . . . . 
Accounts Payable, Reseeve: hes 
Expenses, Taxes, etc. 


Total Liabilities . 


_70. 0,568,482. 54 
- $ 370,568,482.54 


| $2,267,416,947.26 
__32,439,051.74 


<6 © «©. «.2,299,855,999.00 
18,089,264.31 
7,598,836.57 
10,490,427.74 
5,000,000.00 
1,724,703.38 


42,935,351.45 
60,150,482.57 
. $2,730,574,964.11 


Securities carried at $118,968,756.80 in the above Statement are pledged to qualify for 
fiduciary powers, to secure public moneys as required by law, and for other purposes 
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Pension Plans 


(Continued from Page 60) 


time to the pension fund in an amount suffi- 
cient, based upon estimates made by a duly 
qualified actuary, to provide the monthly 
benefits specified in Section 5, taking into 
consideration as therein provided primary 
(old age) insurance benefits under the Fed- 
eral Social Security Act (as now in effect or 
as hereafter amended), it may vary these pay- 
ments accordingly. Past service benefits shall 
be funded in such manner as the Company in 
its sole discretion shall determine.” 


In spite of all these problems facing 
employers and the Bureau of Internal 
Revenue, we can safely predict that the 
unions will be successful in having plans 
set up for their members, that the com- 
petition between the unions will for a 
considerable time result in frequent plan 
changes, that vesting of benefits will prob- 
ably be demanded to secure some of the 
advantages possessed by wre in in- 
dustry-wide plans, that ultimately the 


unions will abandon the flat $100 type of 
benefit and ask for benefits geared to earn- 
ings, and last but not least, plans will 
have to be established for the benefit of 
persons not included in the union plans. 

paws age who have been faced with 


demands are today having actuaries deter- 
mine the costs which are attendant to the 
demanded plans. They are also determin- 
ing the costs of the Ford and Bethlehem 
types of plan which have been developed 
in negotiation. Likewise, they are deter- 
mining the costs of the more orthodox 
types of plans which through the years 
have proved to be effective. They are re- 
sponding to the compulsion to learn the 
employe relation aspects and cost aspects 
of pensions. 

In this accentuated attention which is 
being given to the cost aspects of the 
plans, many employers are overlooking 
the fact that some very desirable returns 
are available from the expenditure. Sight 
should not be lost of the advantages 
which prompted employers to establish 
plans long before there were union de- 
mands. A real attempt should be made 
in devising and negotiating a plan to 
have it so arranged that it gives to the 
employes and to the employers and to the 
stockholders those same advantages. 

Factors such as these, and others which 
have not been enumerated, are prompting 
every employer to ask two questions: 
What can I do? and What should I do? 
The time is past when the employer has 
been able to sit back and say that he will 
do nothing and wait for this whole situa- 
tion to clarify. Perhaps Fortune magazine 
summed it up best when it captioned the 
article which appeared in its November 
issue: “Pensions: Not ‘If’ But ‘How.’ 





Stabilization Funds 


(Continued from Page 67) 


such things as dividends, capital expendi- 
tures, and the use of credit. 

_ The next problem is where to get the 
funds. In large part they will have to 
come out of profits which otherwise 
would have gone into expansion or divi- 
dends. They might also come out of 
wages—if the program convinces labor 
that there is a better outlook for stabilized 
employment, thereby making labor less in- 
sistent upon higher wages when profits 
are high. Finally, the funds might come 
partly from taxes—if the tax authorities 
could be convinced that such reserves 
should be regarded as a tax-deductible ex- 
pense. 

When should stabilization funds be 
created ? 

Inasmuch as forecasting is uncertain, 
business cannot safely assume that a de- 
pression will not occur at a particular time, 
so it seems advisable that reserves be 
funded in the first profitable year and 
continued thereafter in every year that 
shows a profit, until the total reaches the 
amount deemed adequate. The decision 
as to whether a fixed, or fluctuating, sum 
should be set aside could best be made at 
the end of each year by management, but 
logically the amount should be related to 
the year’s profits in some way so that 
more will be contributed to the reserve in 
boom years, less in mediocre periods. 

From an accounting point of view, 
funded reserves for depression might be 
handled in a manner similar to the han- 
dling of “other income’ or “other ex- 
pense.”” As reserves were created, the 
profit figure would thereby be reduced, 
and as reserves were being used the profit 
figure would be increased. This is similar 
to the effect on reported profit where Lifo 
is used. A more desirable way would be 
to put the reserves in the statement below 
the profit figure as normally computed, 
thus treating them as an adjustment to 
surplus. 

If the latter method is used, the value 
of the profit statement as a measure of 
the efficiency of management still re- 
mains. However, the presence of the re- 
serve would be recognition of the fact that 
the fiscal year might not be the best pe- 
riod for measuring true profits, for de- 
termining dividends, or making policy 
decisions. For this purpose statements 
which reflect the complete business cycle 
may be better 

Present tax laws act in some cases as 
an incentive toward spending income in 
prosperous years, rather than saving it 
If stabilization funds for depression are 
to be widely adopted, modifications in 
the tax law may be required—partly to 
offset the present tendency in the wrong 


direction, but mostly to give an incentive 
for corporations to create stabilization 
reserves. 

Without exception, the reaction of 
business men interviewed thus far indi- 
cates that a tax incentive might be needed 
in order to induce corporations to estab- 
lish such reserves. If the funds are cre- 
ated and used wisely, there are grounds 
for hope that the government will look 
favorably on such a deduction—because 
the funds would tend to stabilize the busi- 
ness cycle and reduce government expen- 
ditures for relief or unemployment during 
poor times. 

Seen in this light, every dollar the gov- 
ernment foregoes in tax revenues during 
prosperous periods means at least $2.50 
available to the nation for counter-cyclical 
spending in depression years. In terms of 
1948 income, if the government had re- 
frained from collecting an amount equiva 
lent to less than 3% of its total revenue, 
then a counter-cyclical fund of $3.4 bil- 
lion would have been created in the treas- 
uries of corporations all over the country. 

If the possibilities of moderating the 
business cycle are to be realized to the 
full, stabilization funds for depression 
must be widely adopted. Conceivably, 
companies could be 4 met by govern- 
ment, via sanctions, industry-wide agree- 
ments, etc., to create reserves. But such 
regulation would necessarily minimize the 
individual nature of company decisions 
On the other hand, a tax incentive would 
be a means of generalizing the plan, leav- 
ing to each company the decision as to 
how large a reserve should be created, 
when to start, when to spend it, and where 
to use it. 

If stabilization funds deterred business 
from unwise expansion, they would re 
duce the inflationary spiral on the up- 
swing. Conversely, they would pad the 
bottom of the decline. In this connection 
it should be noted that the upswing might 
not be moderated so much as might ap 
pear, because companies with stabilization 
funds will have a tendency to borrow 
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more money, thus partly offsetting the 
effect of freezing funds into the reserve. 

In broad terms, however, this procedure 
might enable business to accept the chal- 
lenge of full employment through coun- 
ter-cyclical spending, a procedure which 
so far has been considered feasible only 
for the government. If business were to 
become a significant factor in moderating 
depressions by some such technique, it un- 
doubtedly would strengthen the role of 
private enterprise in the American econ- 
omy 
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Members of the Controllers Institute are identified in the follow- 
ing items by certificate number and year of election in parentheses. 


ARTHUR E. DUANE (#4112-1947), 
Auditor of American Trust Company, San 
Francisco, since 1943, has been named 
Vice President. Succeeding Mr. Duane as 
Auditor is HENRY B. Davipson who has 
been Assistant Auditor for the past four 
years. 


J. A. B. BROADWATER (#2523-1943), 
formerly President of Universal Invest- 
ments, Inc., Jacksonville, Fla., has joined 
Capital Transit Company, Washington, 
D. C.. as Vice President and Chairman of 
the Executive Committee. Mr. Broadwater 
was the 2000th member of the Controllers 
Institute when elected to membership. 


N. A. CLouet, Controller of Sargent 
& Company, New Haven, Conn., since 
1945 and a com- 
pany employe 
for almost 30 
years, has been 
made an officer 
of the corpora- 
tion. Mr. Clouet 
started with the 
company as a 
cost accountant 
in 1920, became 
head of the cost 
department in 
1929 He was 
then in charge of production ordering and 


N. A. CLOUET 


scheduling until his appointment as Con- 
troller in 1945, Until the recent action by 
the Board, the controllership at Sargent 
had not been an officer function 

Mr. Clouet (#3913-1947) ts a director 
of the Bridgeport Control of the Control 
lers Institute of America 


FRANK L. KING, President of California 
Bank, Los Angeles, has been elected to the 
board of the ¢ 
American ¢ 


division of the 


incer Society. He ts also a dt 


ilifornia 


and treasurer of the society's Los 
King (#272 


president and director 


rector 
Angeles branch. M1 
a past national vice 

of the Controllers Institute of America, ts 


1933), 


currently serving as a trustee for Control 


lership Foundatior 


THE CONTROLLER 


RALPH B. KNoTT (#1405-1939), for- 
merly Controller, has been elected to fill 
the new office of 
Vice President 
in charge of fi- 
nance at Fibre- 
board Products, 
Inc., San Fran- 
cisco, and has 
been made a Di- 
rector of all the 
subsidiary com- 
panies. Mr. 
Knott is a di- 
rector of the San 
Francisco Con- 
trol of the Controllers Institute of America 
and served as Program Chairman for the 
1949 Annual Meeting of the Institute in 
San Francisco. He contributed the article, 
“Responsibility Accounting,” to the Au- 
gust 1946 issue of THE CONTROLLER. 


J. F. THOMPSON (#3879-1947), 
merly Controller for Rainier Brewing 
Company, San Francisco, has succeeded 
Mr. Knott as Controller. Mr. Thompson 
joined Fibreboard October 1 last. He be- 
gan his career with Price, Waterhouse & 
Co., following graduation from Stanford 
University. In 1937 he joined Columbia 
Steel C ompany, which he served in various 
Capacities up to Assistant Comptroller 
which post he held in 1946 when he left 
the company to join Rainier. Mr. Thomp- 
son is a CPA in the State of California 


RALPH B. KNOTT 


for- 


C. C. Gipson, a Director and Executive 
Vice President of Parathne Companies, 
Inc., San Francisco, has been elected a Di- 
rector of Fibreboard Products, Inc., of that 
city. A past president of the San Francisco 
Control of the Controllers Institute of 
America, Mr. Gibson (#404-1934) is also 
president and di 


a former national vice 


rector of the Institute 

WaLTER R. LOMMEL (#3299-1945) 
formerly Controller of Weistield & Gold 
berg, Inc., Seattle, Wash., ts Vice 
President of Westland Construction Com 
, Seattle 


now 


pany, Inc 
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B. F. CUTLER has been appointed As- 
sistant to D. R. ZENNER, President of 
The McBee Company, Athens, O. Mr. 
Cutler will also retain his position as 
Treasurer of the company and, besides 
taking over specific duties assigned to 
him, will act as coordinating head of all 
departments whenever the President may 
be absent. Mr. Cutler joined McBee in 
1939 as Comptroller, becoming Treasurer 
in 1948. A member of the City Council 
of Athens, Mr. Cutler (#2279-1942) also 
served as vice president of the Columbus 
Control of the Controllers Institute of 
America 1948-49. 


ARTHUR M. GLOVER (#4235-1948) is 
now connected with Earl McMillian, Inc., 
Houston, Texas, dealer and distributor for 
the Ford Motor Company. Mr. Glover is 
serving as Publicity Chairman for the 
forthcoming Southern Controllers Con- 
ference to be held in Houston March 3-4. 


H. J. AttTHOouse has been elected 
Comptroller of the Peoples Drug Stores, 
Inc., Washington, to succeed the late C. J. 
RIGGALL. 


PETE PESMEN (#3935-1947), formerly 
with Lester, Inc., Oklahoma City, is now 
with Feld Operating Service, Kansas City, 
Kansas. 


WILLIAM H. SCHRADER who has served 
as Treasurer and Secretary of the Easy 
Washing Ma- 
chine Corpora- 
tion, Syracuse, 
N. ¥ i. since 
1944, has been 
elected Vice 
President of the 
company by the 
Board of Direc- 
tors. He will 
continue in his 
capacity as 
Treasurer. Mr. 
Schrader joined 
the company in October 1942 as Control- 
ler, in November 1943 was elected Treas- 
urer. He became Treasurer and Secretary 
in April 1944. 

Mr. Schrader (#2383-1943) is current 
president of the Syracuse Control of the 
Controllers Institute of America. 


WM. H. SCHRADER 


JAMES M. ERWIN (#4335-1948) has 
been advanced to the position of Control- 
ler of the M. A. Hanna Company, Cleve- 
land, succeeding Witpur H. PETER who 
retires after 30 years of service. Mr. Erwin 
formerly held the post of Assistant Con 
troll r 


HAMILTON SHEA (#2343-1942)_ has 
hanged his affiliation from Booz, Allen 
& Hamilton, New York, to the National 
Broadcasting Company, New York, where 
he is Controller of the Owned and Op- 
erated Stations Division 





J. J. Darsy now holds the title of 
Comptroller of P. Lorillard Company, 
New York. Mr. Darby (#4063-1947) 
formerly held the title of Auditor. 


JoHN W. Hooper (#407-1934), Ex- 
ecutive Vice Pres- 
ident and Trustee 
of the Lincoln 
Savings Bank of 
Brooklyn, N. Y., 
has been named 
President. Mr. 
Hooper, prior to 
joining the bank 
in January 1949, 
was Vice Presi- 
dent in charge 
of finance of 
American Machine & Foundry Company, 
Brooklyn. 


JOHN W. HOOPER 


J. P. Cairns (#2835-1943) as of Feb- 
ruary 1 assumed the title and position of 
Vice President and Treasurer of American 
Rock Wool Corp., Wabash, Ind. Mr. 
Cairns joined the company in 1941:as As- 
sistant Treasurer and a year later was pro- 
moted to Comptroller, which position he 
has held until the present time. 


MARTIN H. PARKINSON (#461-1935) 
has been named Vice President of The 
United Gas Improvement Company, Phila- 
delphia. He will continue as Comptroller 
Prior to joining UGI Mr. Parkinson served 
as Secretary-Treasurer of Pennsylvania 
Power & Light Company, Allentown, Pa. 


PauL C. BurRANDT (#3352-1945) is 
now associated with Western Popcorn 
Company, Atlantic, Iowa, as Comptroller. 
Before joining Western Mr. Burandt was 
Secretary-Treasurer of the Industrial 
Manufacturing Corporation, Kansas City, 
Mo. 


ALLEN H. OTTtMaAN, Vice President of 
the American 
Hard Rubber 
Company, New 
York, has been 
elected treasurer 
of the National 
Management 
Council. Mr. 
Ottman (#3336- 
1945) is a di- 
rector of the 
New York City 
Control of the 
Controllers Institute of America 


ALLEN H. OTTMAN 


W. J. VAN ARNAM (#3689-1946) 
formerly Comptroller, has been named 
Executive Vice President of Timber Struc 
tures, Inc., Portland, Ore 


A. A. VoGEL has been advanced fron 
Assistant Controller to Controller of Em 
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management agreements. The file is bound in a durable ring binder 
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erson Radio and Phonograph Corporation, 
New York. Mr. Vogel (#4058-1947) was 
formerly General Controller of the RCA 
Victor Division of the Radio Corporation 
of America, Camden, N. J., joining his 
present company in December 1948. 


Wayne C. Marks (#3374-1945), Con- 
troller of General Foods a 
New York, re- 
cently delivered 
an address on 
“Fundamentals 
of Controller- 
ship” before a 
group of New 
York University 
graduate stu- 
dents. WALTER 
MITCHELL, JR., 
Managing Di- 
rector of the 
Controllers In- 
stitute of America, had spoken to the same 
group the previous week. 


WAYNE C. MARKS 


R. O. BurRKE has been appointed Plant 
Controller at American Maize Products 
Co., Hammond, Ind. Mr. Burke has been 
with the firm since 1938 when he began 
as a cost accountant. After army service in 
World War II he returned to the com- 
pany as head of the budget department. 


E. F. Dow (#3768-1946) has been 
made an Assistant Controller of Interna- 
tional Silver Company, Meriden, Conn., 
in addition to his duties as Assistant Treas- 
urer. Before joining International Silver 
Company, Mr. Dow served Colt’s Manu- 
facturing Company, Hartford, in the capa- 
city of Treasurer. 


JOHN M. WALKER (#3937-1947) is 
now President of The Sucher Packing Co., 
Dayton, O. Mr. Walker formerly held the 
title of Treasurer with Stahl-Meyer, Inc., 
Brooklyn, N. Y. 


W. H. Swinney (#249-1933), Vice 
President and Controller of West Penn 
Power and Railways Companies, Pitts- 
burgh, announces his retirement after more 
than 22 years of service. Born in Florence, 
Texas, Mr. Swinney graduated from Lock- 
ney College in 1903. Before he joined 
West Penn as Controller in October 1927 
he had worked as a traveling auditor for 
the St. Louis Southwestern Railway Com- 
pany, examiner of accounts and assistant 
director of accounts for the Interstate 
Commerce Commission, and as staff ac- 
countant for the American Telephone & 
Telegraph Company. Mr. Swinney, in ad- 
dition to serving as Controller, was elected 
Vice President of West Penn in June 1939, 
in February 1943 became a Director. 

He is a former national director and na- 
tional vice president of the Controllers In- 
stitute of America as well as past president 
of the Pittsburgh Control. 
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William E. Jones, former Treasurer of 
Diamond Alkali Company, Pittsburgh, 
avaaen away December 21, 1949, in Pres- 

yterian Hospital. Mr. Jones, who lived 
en Brant Road, Ingomar, was 62 years of 
age. He had been retired from his com- 
pany since 1946, after almost 30 years of 
service. 

A member of the Controllers Institute 
of America, Mr. Jones (#273-1934) was a 
charter member of the Pittsburgh Con- 
trol. He had been on the list of retired 
members of the Institute since 1948. 


Roger W. Leason, Vice President and 
Treasurer of Emsco Derrick & Equipment 
Company, Los 
Angeles, Calif., 
died suddenly 
January 11. He 
was 52. 

Born in Bos- 
ton, Mass., Mr. 
Leason served in 
the Army Intel- 
ligence Section 
during World 
War I, and after 
being honorably 
discharged com- 
pleted his education at Northwestern Uni- 
versity, Evanston, Ill. 

In 1925 he joined the Chicago staff of 
Ernst & Ernst, subsequently working for 
them in Minneapolis, Boston, Providence, 
and Los Angeles. In January 1939 he ac- 
cepted the position of Secretary of Emsco 
Derrick & Equipment Company, was 
elected Vice President and Treasurer in 
November 1943. 

A member of the Controllers Institute 
of America, Mr. Leason (#1417-1939) 
was currently serving as president of the 
Los Angeles Control. 

He is survived by his widow, Mrs. Edna 
Irene Leason. 

Upon learning of Mr. Leason’s death, 
the national Board of Directors of the 
Controllers Institute at its meeting on 
January 20 passed a resolution in memo- 
riam. 


Carr 


ROGER W. LEASON 


William A. Boyle, Vice President and 
Comptroller of the United States Hoffman 
Machinery Corporation, New York, died 
January 12 in New Rochelle Hospital after 
an illness of several weeks. He was 52. 

Born in Auburn, N. Y., Mr. Boyle 
spent most of his life in Syracuse, moving 
to the New York area with his family six 
years ago. He joined his company in July 
1920 as cost accountant and was Comp- 
troller of the Syracuse office before coming 
to New York. 

Mr. Boyle was a member of the Con- 
trollers Institute (#3126-1944). 
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Positions Wanted 
Controller—Executive Accountant 


Executive accountant presently em- 
ployed offers: twelve years of heavy in- 
dustrial and diversified experience in 
executive capacity, functioning as part 
of top management group, and five years 
of public accounting experience as super- 
Practical experience in- 


committee functions, 


vising senior. 
cludes executive 
financial planning, salary administration 
and organization planning; development 
of manufacturing expansion, and cost re- 
duction programs; developing, analyzing 
and interpreting costs, budgets, inventory 
and cost control, all phases of general ac- 
counting, internal auditing, systems, pro- 
cedures, taxes, financial and cost reports. 
Certified Public Accountant. Age 45. 
Salary $15,000-$18,000. Address: Box 
763, THE CONTROLLER, One East Forty- 
Second Street, New York 17, N. Y 


Standard Costs—Budgetary Control 


Institute member available—account- 
ant-industrial engineer with more than 
twenty years practical experience with 
standard costs, budgetary control—au- 
thor of technical bulletins, books, and 


CONFIDENTIAL 
SERVICE 
SINCE 1920 


contributor to the new Handbook on 
Cost Accounting Methods. More than 
ten years in controllership positions. Ad- 
dress: Box 948, THE CONTROLLER, One 
East Forty-Second Street, New York 17, 
i Be 


Controller—Assistant Controller 


Institute member desires position as 
controller, assistant controller, or other 
financial officer. He is Profit Conscious. 
He is accustomed to increasing profits in 
manufacturing concerns by analysis of op- 
erations and development of financial 
controls, cost systems, procedures, effec- 
tive human relations, tax savings and bet- 
ter methods which give immediate data 
needed by executives responsible for 
sales, manufacturing and financial. policy. 
He is presently employed, college trained, 
iS years old, married and has three de- 
pendents. Address: Box 987, THE CON- 
TROLLER, One East Forty-Second Street, 
New York 17, N. Y. 


Controller—Administrator— 
Executive Assistant 

General accountant and executive as- 
sistant, college graduate (B.B.A.), age 
43, offers twenty-two years of diversified 
experience in the industrial and manufac- 
turing fields, functioning on top manage- 
ment levels. Broad experience in general 
accounting, financial statements, budget- 
ing, internal auditing, credits and collec- 
tions, office management, statistics, pay- 
roll and taxes, material and production 
schedules and costs, inventory controls, 
office and factory forms, manuals of pro- 
cedure, Remington Rand punched card 
tabulating systems, industrial relations, 
and insurance coverage. Address: Box 
989, THE CONTROLLER, One East Forty- 

Second Street, New York 17, N. Y. 


Controller 


Institute member presently employed 
seeks position as controller, assistant con- 
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troller, or other comparable position. 
Fourteen years of experience in manufac- 
turing accounting, of which five were as 
controller of company doing $20 million 
sales annually. Broad experience covering 
multi-plant operations, consolidated state- 
ments, standard costs, budgets, taxes, and 
modern machine accounting methods. 
University graduate in accounting, age 
35, married, two children. Address: Box 
992, THE CONTROLLER, One East Forty- 
Second Street, New York 17, N. Y. 


Comptroller—Assistant Comptroller— 
Executive 

Canadian Chartered Accountant pres- 
ently employed as comptroller desires 
position in the United States as comp- 
troller, assistant comptroller, or one 
with related responsibilities. Education, 
experience, ability, and personality are 
such as should qualify for duties and 
responsibilities in one of those posi- 
tions. Would prefer to locate in the 
Dallas-Fort Worth area, but would be 
prepared to locate anywhere in the 
United States. While a permanent posi- 
tion with a progressive firm is desirable, 
will accept a temporary assignment un- 
til such a position is available and will 
give all enquiries courtesy of a reply. 
Address: Box 1001, THE CONTROLLER, 
One East Forty-Second Street, New York 
17, ANY; 


Assistant Controller—Executive 
Accountant 


Controllers Institute member. Thirteen 
years controllership experience. Seven 
years public accounting. Thoroughly 
qualified in general and corporate ac- 
counting. Salary secondary. Married, age 
17. Excellent health. College trained. Ad- 
dress: Box 1010, THE CONTROLLER, One 
East Forty-Second Street, New York 17, 
SEs 


Accountant CPA Exams 

Controller—Treasurer 
Eighteen years broadest commercial 
and manufacturing experience in man- 
agement assistance: general accounting 
and costs, taxes, investments, finances. 
Languages. Metropolitan area and north- 
ern New Jersey. Address: Box 1019, 
THE CONTROLLER, One East Forty-Sec- 

ond Street, New York 17, N. Y. 


Controller—Sales Manager 
Sales manager—formerly controller 
desires position as sales manager, con- 
troller, or assistant, as as procedure 
analyst. Practical experience includes 
sales management, forms designs, distri- 
bution, sales control, forecasting, or- 
ganization planning; developing, ana- 
lyzing, and interpreting costs, budgets, 
inventory and cost control. Individual 





and multi-plant operations. Institute 
member. Prefer Northeast, South, or 
Southwest. Salary dependent upon posi- 
tion and responsibilities. Address: Box 
1020, THE CONTROLLER, One East Forty- 
Second Street, New York 17, N. Y. 


Controiler—Assistant Controller 

Institute member desires connection 
as controller or assistant controller. 
Experience includes controllership pre- 
ceded by consulting work. Operating 
experience gained in retailing and in 
manufacture of consumer goods and 
semi-finished goods. Full experience in 
all phases of general and cost account 
ing, budgets, internal audit, methods 
and procedures, and interpretation of 
data for top management. Design and 
installation of systems includes IBM 
and Remington Rand applications. Age 
39, college graduate, married, two chil 
dren. Free to relocate. Address: Box 
1021, THE CONTROLLER, One East 
Forty-Second Street, New York 17, 
N. Y. 


Assistant Treasurer—Controller 

Member of Controllers Institute, 54 
years old, married, capable of assisting 
treasurer; setting up procedures and 
workable systems; cost savings; train- 
ing accounting personnel for future 
executive responsibility. Field of ex- 
perience includes credits, budgetary con- 
trol, office management, costs, and fi- 
nancial accounting in manufacturing, 
wholesale and retailing. Address: Box 
1022, THE CONTROLLER, One East 
Forty-Second Street, New York 17, 
N.Y. 


Assistant Controller 
Treasurer 
Career 
Public accountant with ten years of 

extensive accounting, auditing, and tax 
experience including installation of sys- 
tems, presently employed, desires posi 
tion with responsibility and future 
Holds an accounting degree enhanced 
by other tax and auditing education, 
Knowledge of taxes of several states, 
budgets, statement analysis and costs, 
credits, accounting procedures, etc. Age 
30 and single. Address: Box 1023, THI 
CONTROLLER, One East Forty-Second 
Street, New York 17, N. Y. 


Controller—Treasurer or Assistant 

Executive accountant, presently em- 
ployed as controller, will be available 
within the next few weeks due to 
merger. Over twenty years successful 
experience in supervisory positions re- 
quiring ability in all administrative 
phases of business. Age 43, married, ex- 
cellent health, free to relocate. Best of 
references. Address: Box 1024, THI 
CONTROLLER, One East Forty-Second 
Street, New York 17, N. Y. 


Behind the Scenes With YOUR INSURANCE COMPANY 


Behind the scenes in your insurance company 

is a ceaseless activity called loss prevention. lay and 
night this service operates, preventing or 

limiting losses which, if unchecked, would run 


into millions of dollars and seriously affect 


the business community. 


blueprint for BANK ROBBERY 


Le a large midwestern bank, plans were being 
made to remodel the vaults. When the plans reached the blueprint 
stage they were examined by American Surety Group's bank protee- 
tion specialists. To the trained eyes of these men it was at once ap- 
parent that while adequate security would be provided for customer- 
owned property, the vault space for the bank’s own property would 
be temptingly exposed. Our bank protection men knew that they 
were looking at a blueprint for bank robbery! 

Through this example of loss prevention service, a potentially 
dangerous plan was abandoned, new and safer arrangements were 
substituted, and the robbery hazard brought down to normal. 

By reducing the risk of loss in all types of business, our loss preven- 
tion service not only gives greater protection to the insured. but also 
helps to keep insurance costs down so that more people and more 
businesses can have insurance protection. Loss prevention service is 
an integral part of the insurance protection available through every 


one of our agents and brokers. 


AMERICAN SURETY GROUP 


AMERICAN SURETY COMPANY 
NEW YORK CASUALTY COMPANY 
SURETY FIRE INSURANCE COMPANY 
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Controls Hear Reports 
on Hoover Economies 


“From $3 to $5 billion a year of the 
federal budget is being wasted and can be 
saved,’ Charles B. Coates, Vice Chairman 
of the Citizens Committee for the Re- 
organization of the Executive Branch of 
the Government, told a joint meeting of 
five accounting organizations in Boston 
December 14. Declaring that enactment 
of all recommendations of the Hoover 
Commission to put the government in 
shipshape condition is America’s ‘‘one last 
chance to make American democracy 
really work,” Mr. Coates urged all per- 
sons to rise to the challenge of good citi- 
zenship versus pressure groups by sup- 
porting the Hoover Report through the 
Citizens Committee 

He made the appeal at the Hotel Brad- 
ford in Boston before a joint combined 
dinner meeting of the Boston Control of 
the Controllers Institute of America, the 
Boston chapter of the National Associa- 
tion of Cost Accountants, the Massachu- 
setts Society of Certified Public Account- 
ants, the New England chapter of the In- 
stitute of Internal Auditors, and the New 
England chapter of the Tax Executives 
Institute. 

Congress has already enacted 20% of 
recommenda- 


the Hoover Commission 


STREAMLINING GOVERNMENT is discussed at a joint dinner meeting of con- 
trollers, accountants, auditors, and tax experts held in Boston December 14. 
Charles B. Coates (second from left), Vice Chairman of the Citizens Committee 
for the Hoover Report, who was the principal speaker of the evening, expounds 
a point to Frank Swisher (left), president of the Boston Chapter of the National 
Association of Cost Accountants, Alvin F. Lundberg, president of the Boston Con- 
trol of the Controllers Institute of America, and Paul Haase, Assistant Managing 


Director of the Institute. 


tions, said Mr. Coates, and added that he 
believed ‘we can get a decision . . . on 
60% of the remaining recommendations 
at the next session of Congress.” 
Discussing federal budgeting and ac- 
counting, he mentioned that on one page 
of the budget was a $114.33 item for a 
“minor activity of the Bureau of Indian 
Affairs,’ while on another, and ‘‘other- 
wise unexplained,” was a $1 billion ap- 
propriation ‘described only as salaries and 
expenses of the Veterans Administration.’ 





New York, N. Y. 
Clarksburg, W. Va. 
St. Louis, Mo 





ALEXANDER & ALEXANDER 


INCORPORATED 


INSURANCE BROKERS 
AVERAGE ADJUSTERS—CONSULTING ACTUARIES 


INSURANCE COUNSELLORS TO 
AMERICAN INDUSTRY 


Los Angeles, Calif. 
London, England 


Baltimore, Md. 
Tulsa, Okla. 
Chicago, Ill. 








As for inventory control, he declared, 
the Commission found the government 
owns about $27 billion worth of personal 
property it could not account for. 

Hoover Report economies were also 
discussed at a meeting of the Philadelphia 
Control of the Controllers Institute of 
America on December 1 by Dr. Robert L. 
Johnson, President of Temple University, 
who said that “waste, duplication, and 
red tape’ by the government brought the 
cost to the taxpayer of a 50¢ typewriter 
ribbon up to $10. 

Regarding the fact that Hoover Com- 
mission recommendations had been made 
only 20% effective, Dr. Johnson said that 
even this means an annual saving of $1.25 
billion. 

The Temple educator added that if the 
Army, Navy, and Marine Corps all out- 
fitted their enlisted men with the same 
kind of undershirt, the government could 
save $7-1/2 million a year. 

Dr. Johnson was the banquet speaker 
at the 1949 Annual Meeting of the Con- 
trollers Institute of America 


“You want the money to live on? I'm afraid 
you'd have to put it to better use 
than that, Mr. Gibson!’’ 





Do office worries butt in on your sleep? 


Your sleep is the goat when the 
colliding butts of inventory prob- 
lems haunt your nights... 

A big inventory may seem wiser 
but... it hurts to be hit by falling 
prices or profit -eating carrying 
costs. A small inventory may seem 
safer but... it’s painful when cus- 
tomers complain and cancel orders 

McBee Keysort cuts the horns 
of this dilemma by helping make 
Balanced Inventory a reality. 

Informed judgments, based on 


complete facts provided promptly, 
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This is the magic McBee Keysort card. 
With your present personnel, without costly in- 
stallations, McBee Keysort provides you with 
accurate and useful management controls at 
less cost than any other system. When notched, 
the pre-coded holes along the edges make this 
card mechanically articulate. They make it easy 
classify it... file 
it... find it... use it... quickly and accurately. 


to collect a wealth of data... 





are easier to make with McBee Key- 
sort because it can report daily, at 
less cost than any other method 
1, What is selling and what is not 
2. What is on hand, and how long 
it's been there 
3, What must be bought or made 
... when. 
Sales efficiency increases when 
McBee Keysort helps the General 
Manager coordinate orders and 
sales pressure with inventory 
Production cost decreases when 


McBee Keysort helps adjust work 


The McBee Company, Lid 


in-process, purchases and machine 
requirements to current demand 
Nervous wear and tear on the 
General Manager himself eases up 
surprisingly as inexpensive, flexi- 
ble McBee machines and methods 
give him accurate management 
controls when he needs them 
That’s why McBee sales have 
multiplied sixfold in a few years 
The McBee man near you will 
tell you frankly whether or not 
McBee can help you. Ask him to 


are p in Or write us 


THE McBEE COMPANY 


Sole Manufacturer of Keysort— The Marginally Punched Card 
295 Madison Avenue. New York 17, N.Y. Offices in principal cities 
310 Spadina Ave., Toronto 2B, Ont., Can. 
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To the ACCURACY, DEPENDABILITY and 
SPEED of Allen-Wales adding machines have 
now been added modern styling and pleasing 
color—the bright-look for the right figures. 


- ALLEN W WALES 


ALLEN-WALES ADDING MACHINE DIVISION 
- OF | 
THE NATIONAL CASH REGISTER COMPANY 
444 MADISON AVENUE 
NEW YORK 22, N. Y. 











